._ is explained that the indicators allow the grouping of institutions 


to explefaed, that the 3 The use of the Indicators is explored and it 


for comparative andlysis. A medel of institutional financial flows is ¢ 
prov edgand actions, that institutions can take to ameliorate the i 
effec&s Of fiscal.constraints are identified. The proposed survey has 
12 questions with attotal of 32 requested responses. The components | 
of an institution's resources are discussed, and include such areas 
as financial assets, faculty, administrators, students, facilities, 
and reputation. A list of 21 indicators in four categories--finanfi al 
Tesources, estimated risk, changes affecting finandial resources, - and 
changes in nonfinancial resources--is provided, Extensive appendices 
include such items as a list-of financial indicator research 
publications, the proposed Higher Education Panel survey, and the 


. correspondence with national higher education financial health en . 
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Thig. paper’ devel dh number of financial indicators for higher education 
* eos 


a derived ‘Exom Higher Education and General Information Survey 
mL a GIS) data, a propoged Higher Education Panel (HEP) survey, and other avatl-, 


able sources. The uges and. limitations of these indicators will'be discussed 


ae 


below a8 well ag ‘the underlying financial processes which they ‘Weak to. monitor. 


As with human. subjects, ieee are few atatistics jac tved from institutional 


quedetounalves whitch. allow one to determine the exact health of any individual. 


» 


Institutional ques rioanstres can, at best, reveal only changes in gross 


LY 


financial relationshjps. When we find vie trends, we know to look deeply 
a . a a a s 
zon causes and more couplers explana ctons : ‘ 


~ 


Financial searisetée aie " only one dimension of the,state of higher 


education. Higher aducation institutions’ are conip Lex organizations with many . 


dimensions along which changes ° may be eres These dimensions mnctude 


’ 
Je 


- . Financial resources, academic. qialtey and mission. In ‘this pase we ae 


concentrate on the financial resource dimension with only passing poraeencue 
a ; ‘£0 ‘surrogates for quality atid mission. 7 
: +e f) bt 
This is not to-degrade ‘the marit of monitoring the financial dimension. 
' a . : , ry . 
ag . 


‘ Financial measures, if appropriate, are useful' becuase they often mirror changes 
in quality or mission and, occasionally even signal coming revisions to quality 


: x nae 
or mission. Financial measures tend to , more be sensitive to changes in the 


al than: meas ures® of quale or mission @hcause an institution 


© 


often’ uses ‘eiognetal resources to buffer its quality and mission from adverse 


ran a) 


pressures ,, Shua, changes ‘in, Fijanctél ipdicators may show the degree of stress 


_ 4 oP a 
‘ 3 . * . . be ; ~e 
wT. 
b 


‘ F ‘ ; ¢ 
: *We will use. thetterm environment ‘to ihddoaee forces external to the : 4 
-, 3 Lnstitution including the numbér of ao Thene oes en inflation, salary 
compatition, etc. 


+ y 


+ f me” : ie . © 
* oa oo 
' me: are . ee ‘ &. 


_ Which the ingtitut{on ie facing and may show this stress’ more immediately _ 


than shifts in measures of qmality or misqion., 


‘ : ; F = . ; 
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As the development of financial indicdgors for colleges and universities 
has progressed, three uses have euacgel. First, {nfs td tutdone have eHiad to 
use comparative financialy indicators to evaluate: thei -condition against their 
peers. The most. appropriate indidatoxs permit Lndeheuttona management to 
‘isolkte the differences dn financial condition Guidi ate caused by the condi~ 
tion of higher education in scneree as opposed to the Angtdtution specifically. 


The publication of euch. indicators in. "Self-Assessment of Financial Condition" 


va 


: , t 


v bean 


a) ‘responds to this use.* ; ’ : Peg . 


Second; the national, postsecondary education organizations ‘need to know 


x 


the trends of financial eondit ton _to adequately assess | the. "industry." ‘Rather 


. than an absolute. definition of financial co tion, hans financial indicators 


q 


need only measure trends. The focus for Hea: Ghbeniiee Cons is‘ on those indi- 


v » 4 


cators which are "leading" or which a change such as trends in entering 
' 


and prany reer students which ypfan / Cnnges in total enrollment. 


third, the federal governme (nga financial indicators. Forecasts of + 


“ 


Institutional demise are inty/ to permit tipely political assessment ‘of an 
e 


“appropriate role for state, caind federal government. Several states are usthe 


"! ae V 


financial indicators Hig alae The. federal government saee fas another 


important use for =“ Andicators. As anetTEUET Ons begin to- reduce programs or 
a 


to fail, many’ ecvagice wi 4 be Wesle access: to Snseieuctens of higher education 


4 


ee 


1 wn ‘e 7 Hughes, K; S., "Self-Assessment of Financial Condition: 
A Preliminary. Yaitio of a Workbook for Small Independent “Ynstituttons," 
National Assogdation of College ‘énd.University Business i ocean 
‘Council on Vin Washington, D. oe June, 1979. 
d- 


ML. 
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ae 


at the game time that student access has been a major faderal policy. ood eG NG * 


2 


. The ‘aggeaament of the impact of inetitutional demise ox program reduction on 


» 


federal policy obsecel ves, is the primary use idehttf16a for the survey proposal, 


although the other needs identified above will also be benefited. 


a 


‘The dndicators developed below will allow the grouping of oe 


t 


along lines which are indicative of the pEesaures which institutions are’ facing 
ong crete current success in meeting those pressures. ‘These groupings oes allow 


further analysis such that the performance of institutions under ere financial 
j : 
duress may pe compared with other institutions ‘with less apparent duress. Several 


questions of importance to ndttonal higher education policy may Even be addressed. 


* sre there. indications chat higher education epee cukrens are moré ‘suscep t- 


\. . 


< able ‘to failure than previously? Are there groups of institutions which \ 


show declining resources wane increased risk of ial ; . 4 
ae OR 


+ What are the characteristtica of institutions which are facing greater ‘ 


ames concen? c ; ¢: . a 


~ , : * 


> Can we ee other evebleme by} examining the trends in finaricial 


resources among institutions? Are "program, cutbacks Gearian’ students 
, from particular regions, economic backgrounds, or ethnic backgrounds 
a 


unequally becauue of the uneven distribution of aes of students among © , 


“types of institutions? ' . . ~ 3 ms ; 
A final purpose of the proposed assessments is tha, pursuit of a better 


\ 


_ “understanding of certain of the statistics as they apply to different types of 


~ 4 4 
institutions with different Ri i cs Peornect ; Although a statistic ike | 


\ 
dormitory occupancy makes good intuitive sense in that schools with low occupany 
\ , \ . 2 
should be suffering from financial ‘strain, we may find, after examining the 


*National Commission on Financing Postsecondary Education, | Financing 
Postsecondary Education in the United States, U,S. Eye amen Peyote Office, 
Washington, D. Cc. > December, A973; es . « Nn 


ae 


4. 


statietics, that the oO with dormitory vacancies are the ones with oe 


ereuvese “confidence in. the future, the strongest growth beans and the best 


t 
va 


a 


— condigions oa *. ’ +. 


‘ 
se : ‘ 


: The subject of financial indicators for higher education has been widely 


studied. This paker will not Bvaak ‘uch new ground in the area, but will try 
{ 
to integrate the ork of. many: of these researchers within’ a conceptual frdme— 


work of institutional Financial flows. With this frauen as a xeference, it 


should be pipsible te derive | an adequate | set of tadteatecs from the works of 
others in the area-—with the addition of a few new Statistics. 
‘s Part of the confidence that tndicators are possiide stems from the: mmonat? 


% we are provided from private edueeey, where numerous indus ry-wide and nationel 


: 


’ dadiouses are used £0 summarize industry health and activity. While these 


models provide ws: with ‘confidence that our task of describing ‘the state of 


: ara mals us caytious. Each aan indicator has,a carefully developed set of 


‘ 


uapiieadions ena lamitations. \ Thete ts ‘no single ‘overall “health" indicator 
(other’ than tht! Grose Poa Product, which ‘ may be equivalent to the overall 


' ar 4 3 ' 


higher educapiign production, of ‘gradates).. Financially, we can asses3 each , 
* Biags ‘ ‘ 
industry "s debt: Yoad or profit nargin, aaa we can learn something about that 


“industry, ' nt we cannot suéceed very eEeei in comparing industries. Even. a 


within induftrtis, aratyats aire ‘caatul to point out the ‘Limi tationg of their 


yO ‘ . + 
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1 ti pik — 7 :s 
ae ee  . ‘ t. , 
) . 4 188 ef i \ ; 
»» A Model | pi tag itueional Financial Flows’ : 
a eS \ | 
7 The d{agrpm above depicts the resourcd Flows of an institution. The ’ 


: if ‘4 a = 


center Roi represents an institution’ 8 stock’ of resources: ffnancial, faeulty, 
a. 2 


a buildings administrators, students, reputation, ? so’ forth. ane? represent 
Ht esl - 
the rt eden’ 8 accumulation of valuable items and sutabeiy les 
; ; , “ *% : ; : ’ 


higher education, can be accomplished, the Bapehrenes of private indus try should 


; . 
cas 7 ; 7 ‘ Ye - aes eS , 
: : a % - : a : Me OR) pS iss Ree cy Suaatee 
i : : ) =. - ‘ % Poe . . 
oe ee eer ee ee es en ee ee er eee 
, f . . ee : os : : . 
ct nd i mod ere : ars : Bae! - : 


ms | mee Se er er ee a 
“6 
’ ! . : 
u 
¢ 
i. i 
+ 
r \ 
s 
s 
> , , 
Fy ‘a . . 
+ 
: 
} Pere 
‘ 
\ 7 
: é 
« 
a 
{. 
FY 
. . 
n “ 
e 
} 
* 
See 


: A Model Of ‘Institutional: Financial Flows ‘ 
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Financial resources are somewhat more measurable than resources like the — r 


quality” and adequacy of faculty and certainly more neaaurable than an intan- 
so gible like reputation. Resources may bé accumulated when ee are eHigher 
‘than outflows, where inflows can come in the form of cash revenue, contributed 
"gunn wer or tt acceptance of the college by peieate. and where outflows can 
, = also be in the form of cash as’ well as deterioration and obsolescence of 
: ae \ 
noncash resources. Resources also have esenat appropriate reference periods. 


. 


y ¢ 

¢ 7 
. For — endowment as a resource has a much longer yseful life to the' 
te ) 

institution' than a reserve for building improvements. the amounts in the two 


* * 


pools cannot be. easily compared because of their different reference seiods. / | 
- The financial resources” referred to above A. net resources: the differenc 
: ] ss | = 
between assets and liabilities, for example. That is, they are the resources . 


as ’ 


left over after all debts are paid. William G. Bowen once declared that insti- 


tutions simply tend to spend all they receive; in which case the measure of _, / 


’ 
. % ” : : * 


’ ; ‘. . % : - . 
resources {1s irrelevant. Previous studies have indicated, however, that some 


ra E 2 « 


, institutions spend more than ‘they receive and accumulate more debts than assets 


~ 


: . : ; Bo ) ae 
(1.e., negative net resources). Other institutions not only accumulate* some 
financial resources, but are successful in converting financial resources into 


other kinds of resources like physical plant and high quality faculty. 


oye 


Why do institutions need resources ?. Heyins negative financial resources* - 


is clearly an undesirable situation. If these messtTve financial resources are 
:. \ ‘ a i . 
pHOEEC Terms then the eee exists that the institution may find itself ‘ 


unable to meet shoresteni debt commitments, - because more debt exists ‘than. 


. current assets to pay off the debt. This situa yon may’ require the sale of:- 


’ . é ‘ : s : ry * 


assets needed for other purposes. It may also force new longer term financial 


ae’ oo with added costs, or “even--if no other resources are available-- 
ae ’ = : 3 . 


pr a oe : = ms 
§ “force the’ closing of the institution: 9 _ ; Sty & eo. - 
anc ee ee 


Financial resources of an intermediate term can be used within a two to 


ae . 


three year perjod’and represent réserves which the institution has accumulated. . 


BY 


“These reserves can be, used to buffer the Ornee resources in the event of a 


downturn in revenue flows essen. by, for example, a drop in student registrants. 


f XN, a t 
These resources may also be used-to attempt a strategic radivection of the 


college. In this way, these resources may be invested in an.innovative program 
i . . 


‘with a payoff ‘sometime {n the future. 


The necessary amount of financial resources for any institution is deter- . 


bd . 


mined by many factors. The more fluctuation which income undergoes from year 
to year,- the more the institution should set aside as reserves to protect’ its 
none taaKegal resources . Faculty showld not be precipitously fired or hired 
with every fluctuation in snpoiiients seme funds =e available to smooth 


the transition or to institute a program to counter the negative trends. ‘The 

f ’ 
more flexible an institution can be with its expenses,and yet maintain ee 
the smaller a €tadnetai resource buffer it needs. An tus Eteueton with a highly 


. 


tenured faculty and a large commitment to 0 debt. service is in a poor position 


‘to respond-to income fluctuations without some finahcial' protection ‘in the form 


of reserves.., . | ' 

Many of the financial health indicators previously developed can be fit 
easily within this framework. Some eesceecieds have saaehe to measure the rate 
of-change of inflows, the rate of change of outflows, the relative rate of 


change of both outflows and inflows, changés in financial resource levels, — 
I . ; 


changes in nonfinancial resource levels, and changes in thé need for financial 


_ resources. The seca table list’s thg approaches used by many encncial. 


health researchers. (Appendix A gives: the epecieic. indicators used by these 


a) e 


F ~ 
% 


researchers.) Os ee. : : 


The initeutats proposed in this paper will ‘eliminate some of the duplication . 


nt the” indicators previously used ag shown ‘dn the table, and will improve the 


oS : { 
oo. . 
. 4 : - : 
: : a eo Gs : 
a 3 . ‘ 
4 > 
‘ . 


os. = = a ¢ Be 4 
attempted measures . Comparisons of rates of inflow and outflow are less easy 


. + i < Z: 
to interpret than straight measures of yYeagource accumulation as will be proposed. a 
Also, comparing rates of change {fs dangerous because the bases inftially. must be 
e : : ; me 3 ‘ 


equal to allow accurate comparison. , ici 
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INDICATORS USED OR PROPOSED 


. eed a : Rate of 
RESOURCE CHANGE . | Finan. 

; : Resource estos 
Revenue, j ‘ Financial Non-Financial, . Yaa +. 
MIX ne Stu, PLNT. Needs Expenses 

; aeiits ulf Fac. | i 
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my a ee ee 
Rie 


Exp. 


MIX .. 


ae" — " Before ® revving the financial indicators thembelyes, it may be ‘useful to - 


ae ~ 4, “ 
identify some of the actions wetek.. an ingtitution can take to ameliorate the 


» P - - 5 


effects “of a constraints. First, - -afbinstievtson may increase revenue. : a 


3 ’ While ‘this is. most frequently interpreted as increasing traditional enrollments, 5 
* v4 YY ’ : 
- there are other actions which can be taken to. increase .revenues, like fund-—- 


"raising campaigns or legislative lobbying. Second, an institution may eliminate 


a or defer investment. New programs require ina jox——though often hidden-—investment 
by the institution. Geowaea facilities, limited or nonexistent saaiameat 
a ‘ epiaccun improvement, lack of _new academic programs (particularly in 
disciplines requiring heavy initial SONGS NE EY and deterred maintenance are all er 
: a actions which will reduce institutional Flexibility in the future. Third, an 
. 7 institution may reduce costs. Under duresa, many institutions will. initially 
a " "Focus on reducing eoete, There is a limit to costt reduction beyond which the a 
. ‘ quality of the programs is reduced and the access of students to programs is _ 
limited by decreased institutional offerings. se ’ 
Revenue can be increased either by in ceansaig tuition and fees (a price. . 
increase) or by reducing the ino¢itutional' subsidy by “gine unrestricted } 
student grants Erom current funds. . This approach tends to reduce SP Oniments:. 
mo ‘Enrollments of students from low — families are particularly reduced 
as : by any fee tae eal some indtituetous #111 also suffer enrollment 
q dec itacaét middle-incdme’ students. ‘Thus, net siiea and enrollment must 
be viewed together, because additional enrollments ean produce inevenaed 
revenue. For example, many colleges and universities dn urban Bade 
‘suburban ineatone — attempting to ae ese continuing edueation euveriy 
. ments . Since continuing education is usually offered only 1f revenues 
4.3 i 2 
exceed direct costs, the instdtutton usual} * stands to benefit. 
telco! ; 


i . . 5 . : 
‘ : 7 ; 
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Continuihg spinon artrollments are thue be inluded se one of the financial 


-indicatorb , although it bas ne} previquely, been ‘used by analyate. 


In raased enrolments db not meceusneuig provide aneresged eontibucias 
= 4 Rice. & 
to the institutions, fixed CORES . Some students -- saviautaniy those neéding 


a vamadier ton ae impose addition 1 Gnnetabucdad coats on the institution. 7 i : 
In New Yorks, for examp la, the beats Educational Opportunity Fund and -_ 
Higher Education Opporttinity peeeen Grant qecogeies this burden and me 

subsidize remediation. This changes institutional incentives for enrolling 


‘students requiring remediation. Thus, both enrollments and costs per student 


‘must be monitored to see the impact of enrollment on the financial condition ' 


t ¢ e 


of an institution. (More than 23% of entering freshen believe they © 0 
; _ should have received remedial see ees in ong or thore areas.) . » * aw 
7 ; , . | ; ¢ 
Additional enrollments can also be attracted by differential pricing through 


’ 


is . the use of unrestricted student financial aid from current fund revenue. 


Financial indicators should monitor the. impact ld student financial 


; *-* aid on both enrollments and revenue per student. : 5 7 


» 


. Institutions may also charge for services to the community which 
ware previously free. For example, there may be a charge for using the library, 


physical education facilities or computer which were previcusly provided ik 


. ff. ‘x 


at little or no . Because the amount of such charges arb hidden | 


in the total efrrent fund revenue, they cannot be included separately in 
’ . . 7 ; \ 


A 
« 


* . the financi indicators. 


In /order to continue to offer relevant educational programs of high 
quality, | nstitutions must invest in the development of. curricula and a 


cae oarene to facilities and equipment. At this time financial indicators 


\ @an not reflect the investment strategy of an iiettacton. While some of 


“the HEGIS reports inddegte, ee enrollments or a earned, ‘the scope. 


: of academic programs, there is no available information on” the relationships 


\ S J ic ‘ oy aa 
“a . : 5 : r 
> t 7 
a therewypinteneertioe Saetem yey perie sae weepeeitsime qietmere meee ten tae Steet trencemin & rheepen.tees tern: 


naa Co gy cath dns : ae 


a ne i nn ee er tee es 
5 re 


J of these programs to enrollments or ‘financial ee the number . ’ 


and type of’ programs. affect both costs and enrollments, the net short term 
. oo 
a impact of financial condition ie Oe Clan: _ i _ o 
\ . é 


It appears.that both public and private institutions are wearing out’. 


equipment faster than thay are repiacing, it. Failure to captace: or ee 
- ‘aqudumant does affect instructional. quality and pdstpones needed inves thent. 
This fasinra will not be tdenti fied {n the current financial “india tors until 


current or, plant funds. are used for replacements, repair, or additions. 


aowaver, these actions are aaa decisions which have long~r range 


impact an the Financial condition of the fddedcueion! While they may blunt | 


» us : ‘ 


federal objectives—-student acqess and’ student opportuni ty—-they do not ., : 
immediately affect, the likelihood of institutional demise. It is important 
to recognize that fnanetai indicators may not be fully satiefactory for the 


anticipated federal use. They are reasonable predictors of Ans ti tutional 
\ a “ 
demise in general, but cannot be — to identify specific institutions or 


bueeie actions taken by imatdtutscns to cope with fiscal constraints. 
! i s . 
a 3 » “ 
‘ *The Ca eee State iidversities aud Colleges have established a , 7 
relationshi be'tween average cost per student and the number of programs : 
per 1,000. students showing increased costs. with increased number of programs , 
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An Overview i “— , . i . . | . 
ssiase ete: - “ / SY a 
"AL the present te there ie no generally jaccepted ‘finanatal ee ; 
7 ; . 


. indicatdrs, but thers’ is ‘suffictent experience /and deve lopment — to have ; 


financial indicators in which national organizationg, such as NACUBO and ACE,. ‘ 
have -suffietent, cdnfidence to document and tq distribute to members. 
_ These Prdtesee tes saved ularly adap bvis bo federal use since they 
e ) : | ~ 
rely primarily on federal data eae This study identifies gpkecific 
indicators; indicates the reconmended ‘source of sala and 8 gente oa ‘ 


+ 


survey for the Higher Education as which could be used. to aupplement 


these data. There’ are several constraints including a typifcal limit of 
a ty . - 
thirty responses eceke HEP gurvey¢ The suggested survey has twelve 
i 


uss EL One with a: total of thirty~tyo requested responses. ahs other 


data may ‘have, been Pier onno as whenever possible, federal sources have 


t 
been deed oo : a 


. - 


Some’ indicators were suggested which have not yet appeared in the, 


+ ‘ 
. n 


literature. These include a measure. of continuing education registrations. 
Some a using continuing education programs to supplement a 


enrollments and to provide ‘additional ‘revenue. A question is also asked 


about student Aecouues receivable. This is_ a measure both of the quality . 
oe ‘ . 
of the asset and performance of the business and student financial aid 


+ 


x 


ak 


offices. - ; a 


- These indicators do not measure, however, all possible actions © 


tx 
* 


which might be taken by an institution with fiscal problems. Deferred 
_ maintenance -is not included because it Gouda. Pendive en iatlertionet 
“estimate Sisk value would be influenced by its use. Program changes and, 
perhaps even "more important, program offerings which are not made, are 


"wot ineluded directly. The best surrogate which we have chosen is a 
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count of Pee Sane a Oye cy ee Limited progtam. Eee es rather ony 
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“\ u Se os s 
‘than institutional aécass oftan prevent atudents from obtainthg the academic en 


opportunt ties the) prefer or need. - to us 2, “ra 


Colleges and “universities Hive always been. paetie slaty supportive 
of their communi ties as. a technical, cultural, and social regource. 
The paryeee se as not measure die changes in sommes weniees 
which may have ean. particularly éhoorcant to gmaller ‘communities - : ' 


* . : + | 
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The Measures 


The framework, we use. is hot complex. We believe that all institutions . i a 


vA 
, é ye 


s - 7 . aes ” . t 4 aera OS OF 
Rave resources, some’'of which are financial, and some of which are non- 


financial, auch as Eeculty, students, adminjstrators, and the pliysical 


j 
plant. Financidl ” resouxces are simply the vanes of the assets available 
.to fund contingencies, aioe sncidss innovations and any: of the other "blips" 


which appear on any ingtitution's horizon.: Financial resources provide 
a cushion t6 absorb some of the shocks which occur in any normal year. 


Financial resources re the protection to allow {nnovation in times. 
of erisis. muscu ao decreasa the probability of failure in 
Ge te of temporary emergencies and give confidence to the other 
« regources pyres an fecdi a, students soasaaminiaeeeeors of the longevity 
s 4 9 
of the institution. . = 7 rs | . &, 


ry 


‘The more resources ypdch an institution possesses omnes: to zts 


t goo ’ 


peers, the greater tts competi tive advantage. re can react to stress with 


a 4 


more confidence and can. offer its "customers". more if terms, re: the quality 


of the Pees it provides... Ae a sel nitiutn tevel, ieee, Gon institutions 
e 
iad require more ’ financial regources eimply te survive. Y Institutions with 


j e 
aes 2h ; 


a history of srctuating enroLinents, snatdgutions whidh depend, heavily on 


- 
short-term or Naot money, or institutions with relatively little Hvdget 
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fal. forestiadow changas in financial resources, . 
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s 


flexibility heed a larger financial cushion just .to atay above water, 


yh 


/ their growth ig to provide insufficient resources for chance events. 


v - . . . <-.: 
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Not all institutions have gufficient nonfinancial regources aven Co 
/ " begin a program of building financial resources. Many of these institutions 


- have learned to live with the possibility that the environment will shift, and 


ra 


a 


respond. This is not to say that See teh rescues alone can make an. 


a 


may, Findnc4al resource drains or increases can be traced to’ changes in 
.vevénues and expenses. Trends in net tuition revene, state appropriations , 


d : 
i ie ee ‘¥iving, grants ‘ane contracts receipts, and costs per student can 
! / While paltaweme the budeet each year is an-important institutional 


; exercise in’ expenditure discipline, monitoring financial ragources gives 


" perspective to where the institution is after years of deficits or surpluses.‘ 


they will: have insufficient resources to meet the shift and successfully 


institution euanonadiad to change, but these resources do at least: allow 


~ " cy 


v1 


Po 8 jeopardizing their all. 


ea . 
of . ‘Not all institutions need high levels of financihl resources. 


a 


tutions whose continued existence is guaranteed by oe state, for | 


heed lass “ee a cushion bor other* emergencies, Tn Fact, be: ote sean, that! 


* 


state institutions depend on the resource called ‘confidence of dhe » people! 
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the institution the opportunity to axperimant ‘in the face of crisis ‘tm 


sone than any other regource. This resource has not bebn reduced to a de cient, 


e 


To be adequate, financial resources must grow with the budget, and to naglect 
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Financial Resources 


—_ 


3 ' In the research that led ee NAacUBO/ ACE workbook, several. excellent 


‘ ~ , “ 


‘proxies « were found that spproxinated an Wns titution’ 8 financial resource 


ae 


7 . * javeis and trends. These proxies ons ‘tatiatics estimate the relative - ' « 
\ ability of the Iftdeutdon to take chee. For exatple, the statistic used 


ig the tatio of the institution's 


endowment market value to‘ total opetating . xpenses. This ratio provides j 


-to- eatimate long-term financial resource’ 


‘ 
~*~ 


+ 


4 ; \ : 
a useful proxy for es timiting the adequacy’ o ‘the institution's capital base. ry 


In the Ene nrneetete tes; the ratio of th sum of the fund balances ; 


* 


for the- current fund andthe quasi—endlownent fund to tatal operating 


expenses is used to evaluate the institution' 3 overall available reserves. 
| : ; 


In the short-term, the assets and the: liabilities of the current 
ee 
fund are i nined: \’ The ‘ratio of current f nd assets ee liabilities gives 


t 


an indication of the immediate ability ‘of ie inardevetdy to pay its 
most pressing debts. Ratios below 1.0 inditate that the Pee lacks 


x 


sufficient current assets to pay immediate bills. ~°. 


Estimated Risk : : 
° Also developed are proxies for estimating the ridk exposure of. _= mg 
the institution. The more the institution ‘is exposed to financial risk, , . 


the greater the need for increased financial resources. For the intermediate 


. term, the ratio of restricted income to total income and the ratio of 


o .S 


 ° - : 
fixed commitmants, such as tenured faculty salaries and debt payments, 


to total revenue are used. Many restricted revenues are short-term, : ¢ 
aoe oe ane , 
while tenured faculty and debt service are not, Heavy reliance on 


restricted revenues generally constitutes increased exposure to financial “4 . 
» otha. ae 
t 


There are several proxies for short-term risk exposure. One is the 


ratio of short-term debt to annual revenue. This shows the inatitution's — ot 


benlc 


Fi Poon erly 


ed »\ : ‘ . . 
relative apility to meet {ts commitments . The second short-term praxy is 
oe @ s : 


F «3 fe 4 
t . é 
“a neiteure b £ ‘the volatility of cuttin revenues as a ie aa of total r. 


revelnuie. | ‘Ithts proxy ig computed as the Pree ee between the highest , . ae 
a “ss 
real cuits oh level and the lgwest real -tuiltion level over“ ‘tecent years : 
. if & ‘ . *. 
divided by total ravapua £08 the current year. . Ys - 
4 ‘| - : oil | 
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‘Es ential to the diggnosis’ of financial condition {fs the examination . y 


of ,the ta ors which cause decline or expansion of resources. ~ Net real mw 4S. 
tution} revenue trends indicate the institution's ability to continue 


a _ support from students. Private gifts, government support, and 


ahdowm ent} income as proportions of overall revenué indicate fmportant 
i 
1, tpends' in the ability of the institution to cap ture resources’ and “She 


a 
ett the environment to seEeuede this support. oie eye pressure 


ae 


vt 


of pressures are indicated by the trends in total real costs per erncene: tia 
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‘Changes in Nonfinancial Resources : a? oo 7 “- 


“Nonfinanctal measures include continuing education and “total enrollments, % 

poe : 2 . ? ty , 
ot : ‘ 

"total number of faculty and a measure of the institution's. priority 

ie a = : . H 

. for instruction. ms i . 4 
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: : - - Financial Analysis ‘ a . 
Cot vs, t.° ° A Structure for Indicators a ee 
‘ - . : ; \ : - » % q : 
: gee . . . me 7 ye” P : 1 e 7 . a 
. 7 — eee e ~& - 
7 ne ee < i Financia Resources a es as 
4, _¢ . . ; oe . aa i eee ey | ¢ . : ~ oe 
a a fo. Long-term: . ] a 2 te 
* °«® 3 ’ . : 
. 3 oo ‘ __ Endowment Market Value : ow 
. RR { : Pa) 
, ¢ opebe Cee ed _ x . ;  * 
a 8 Intermediate~term: a | ; i . 
\ te, * : r . ‘ . 
. ¢ Available Fund Balances | 
’ : ry Opezating Expenses | 
Changes’ Affecting ” Estimated Risk 
Financial Resources o mes bam | 
7 7 Current Fund Agsets : “a e 


© Net revenues from stu sar rrent Fu 0 Longr term: ; 
‘ O Revenues from government -~ & _ 4 \ 7 | * Fixed Commitments 
agencies Current Fund Revenues 


a] Intermediate-term: 


| O Current fund private eines 


; used ° : , Dependence. on restricter 
‘ income 

O Operating expenses pes FTEi . 
student ° : ®@ Short-term: : ; “ng 
; : : en mar 
: . ate ia "; 

| @ Accounts receivable per a. Enrollment Fluctuation, 

| student revenue ; : #y . 

p Si a 1. Revenue impact 

® Student loan default rate’! . a 
7 . | . Qe. Matriculant stionge: 
-, [© Dormitory gccupancy ratio x3 % 
SM rs Changes in Nonfinancial Resources os Current find liabilities 

- . . Current fund revenues 

; @ Continving education enroliments- 7 a | 
: > = ‘| dc. ‘Loan default status. 
* “7 — 10 Instructional expenses: per ee = ae! 

. expengsés ; 
@ FTE enrollments 
t 1 . ‘ 
t. : @ Number of Faculty , 
. t . i \ f 
LY . ¢ aa 
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13. Endowment Intome 


¥ 4 
. i. ecdoeane ne st Value / Pavenetoaat and General Expenses 
nae a + Mandatory Transfers ‘(E&G + my 
a ~ , 2. Avatlable Fund ‘Balances / B&G + ‘MT + oC - 
3. Current Fund Assets / Current Fund Liabilities 
‘ _ 88 @ & 
£ 
Estimated Risk : 
4, Estimated Tenured Faculty Compensation + Asie Debt 
Service / €urrent ‘Fund Revenues 
_ 5, “Rbavelebea Current Fund Revenues / Current Fund Revenues: 
6., Enrollment ‘Income Fluctuation 
i Gurrent Fund Liabilities / Current Fund Revenues 
' 8. First-Time Freshmen + Transfers / Total Enroliment 
9. } Federal foun Default Status 
Changes Affecting Financial Resources . 

10; Net Revenues from Students 

1l. , Support from Government Agencies 

12. Current Fund Private Giving 2 
: goo . i 


14. E&G +-MT /rstudent FTE Se equivalents) 
i ss cudnt hecsaaes ‘Receivable 
16. See Loan Default Rate r 


17. Dormitory Occupancy Ratio ‘ _ 


" eS Chan es inf Nonfinancital Resources 


18. Continuing Rauewelon Enrollments an . 
19. Tne truc tional Expenses ‘/ Operating Expenses . 

. 20. FIE Student Enrollments | eats _ . =. 2 
21, Number of FTE faculty = | 
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Category: Financial Resource 8, en 7 : 
Statistic: 7 Endgwment Market Value . 
: ; Educational ‘and: General Expenses , 
and Mandatory Transfers: * ‘ 
Meaning: . e Fa : . = 


This indicator shows the financial, resgutcge which can be used over 
eas long term si give the institution a competitive advantage. Tncome 


from endocuent: may be used to provide a net price discount to students, 
cl 


a quality bonus to the educational program or both. 
’ é 
Limitations: 
- The endowm§nt market value does not net out liabilities attached 


to endowment assets, and,does not always accurately reflect the earning 


potential of these assets. Further, many other factors may effectively 


. 


negate the value of the resource over the long run i cluding heavy 
debt service schedules, income restrictions, high endowment payout , 


~ 


~ policies or poor budgeting discipline. 


re 


Category: Financial Resources, intermediate-term 


Statistic: Current Fund Balance and Quasi-Endowment Fund Balance | 


Educational and General Expenses and Mandatory Transfers | aor 
Meaning: . 7 +. ¢ 
This indicator shows the relative. amount of financial resources 
poe to respond to a crisis which might last one - three years. In: 7 
a sense, aa resulting fraction is the percentage of a year which reserves 
could be used to keep the institution going if all other aeons wean 
. disappeared. Brief and earertnsatal ‘tanounetons could be’ funded from — 


\ . ; : : 7 é 
regources. ; : P 
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Limitations: . | . -_ = 2 
7 Not. all the assete. ‘of these two funds are: eubftetertly liquid to 
: os : 
be useful even over a two or three year pariod. , On the other hand, oot 


e 
e 


to the extent that funds are uncommitted in the unexpended plattt fund, ° 

this indicator understates usable resources. -Allocating between the . 
-~ ff . i , 

quasi- and the regular endowment fynd balances is often difficult, 


expecially with regard to realized gains and losses. 


+ 
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Category: Financial Resources, short, term 


Statistic: . Currept Fund Assets _ (Current Fund Ratio) . 
; Current Fund Liabilities 


> 


Meaning: 
This indicator shows the coverage which the institution’ cS) | most. tiquid i 


assets Ktave of débts which will be due within one year. When this ratio .- 
is below one, it is clear that the institution must depend on a flow of 
o Ta gaye a . 
Pa cash from its current operations to stay ahead ot its creditors. Because many 


* » 


current fund assets like student accounts receivable may not be liquid enough 


to pay these kinds of debts, ratios above one may be recommended. Ins titutdons 


, 


with an insufficient level of current fund assets, Or Short-term financial 


resources, will be most wevonely atfacrna by immediate changes. in the 


sis 
we 


~~ 
environment which require aeons 


- . . + . : 
Limitations: : OF & 


n 


Institutions have been — to survive pressing financial, crises - 
with insufficient current assets PRY oe land, selling quasi-endowment _ 73 i 
ms assets and 6s refinancing MERE ME debt with long=term notes plakenene by 
"previous 1y: suspledged assets (often not without some expense to its 
i orto the value of the assets. 2) This gentietic also varies 


+ 


somewhat depending on the time of yearn which it 4s calculated. 


ght 
AAA 
eel 
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cavegoxy: The Need for Financial Resources, Estimated Risk, song EeeM 


Statis (te: Fixed, Propertion: of the BUdget 


t 


Estimated Tenured Facult , Com ensation : ree 
‘ , : Cderent Fund Revenues : " 


. 


t Service 


Meaning: 

Thie ratio indicates the proportion of current fund ey which go 
to costs over which the institution has the leagt’ discretion. Akthough. 1 
is aoawibia to reduce the costs in either of these areas; auch actions 


are drastic and can damage the reputation of the institution. The less 


ae 


" gpiexibility an institution has in the management of its budgeted expenses, 


the more Financial resources it needs to cushion possible shocks. Institutions 


r . q ° 
with limited control over expenses, faced with revenue declines, need a 


4 


longer time to adjust and hence need larger reserves to protect them 


during the decline. 


Limitations: 


Institutions have many other fixed.costs and semi-~fixed costs than 


the ones listed. These costs were selected only because of the trauma 


involved in, taking actions to reduce them, The calculated ratios give 


a very understated picture of the fixed cost exposure of the institution. _ . 


e 
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Category: The Need for Financial Resources, Estimated Risk, intermediate-term* 


Statistic: Proportion of Revenues Which Are Restricted | \ 


Restricted Current Fund Révenues’ 
Total Current Fund Revenues 


Meaning: . ac. 
: s . 


The risk of eaerontsneacren of restricted revenues is somewhat 
Jf 
higher ad the risk of discontinuation of unrestricted revenues, "Many 


ei 
* 


of one pparEbetions are for projects of" fixed duration; these revenues 


may then cease. The more an 1 Las ti tution depends on restricted revenues, 


® 


‘the. moe of.a cushion it may need to smooth over. gaps between funded projects: 


22 ae oy a e \ 
° Vie “s Fs ‘ 
© 3 , t ye : : © . 
t ibe ~~ , ' , : . | 
tations: ae ; . — ; ; . 
, vind a tee 7 ; . % ° oe 


~- se “ ; 
some restricted revenueg mays be more epee ee than some unregtriecad 


revenues. Also, there are other ways, to 9 Absorb the distress caused by the 


v . ‘ 


complet ton of a project, pay Arample. making sure all la ae _* 


(including sithary costs) cease at che. gomplation of che project. "To the 


\ Ve 
ss ~ 4 


extent that institutions commit themsalves to restricted projects, ; 


\ with -firm completion dates and no cargyover omppnditures, this statistic. » 
; Wes a . ‘ * Po 0 

. , . . ‘ he 

overstates the risk. j a: s , — i - 
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3 Category The Need For Financial Resources, Estimated Risk, short-term . ae “ 
i a ee 


-“ \ 
¥ 


\ Statistic: Revenue Piuckwartous 


Dollar Difference Between the Hfghest and Lowest Net Tuition 
9 Revenue as a Proportion of the. Current Budget (using constant dollars) 
ae | a ; gr | 
Meaning: °. 3 ’ . ee a 


. 


The greater the swing in revenue from this source in the past, the 


phoater the probability of eouecmued fluctuations. Both growth and decline 


vi 


Saal 


-Yequire extra fFinancial*resources to finance the adjustments. 


Limitations:. —— se 4; - p ‘ a ta ate 


© 


Steady growth must be interpreted differently than declines or 


’ 


fluctuations. While- growth does generally take additional financing, . 
and enrollment growth is often difficult to sustain (hous Last one . ota 


eeadend students are the Awctest to hang on to), aioe is still easter to” 


+ i vole 


manage than decline: i, | as “ey 


Category: The Need For. Financial Resouces Estimated | Risk, short~term — 
% _ | 7 
un iabilities a 


‘Statistic: ( Fu a 
~~ Current Fund. Rgvenueg «+ 3 ae 


Meaning: | _ i. : 
The short-term debt load indicates the potential drain on inati tutional : “f 
revenues should paymant be denaided on these notes and ether liabilities. 


a Se 


. ov s 7 ¥ 
: etl na sgt cork * once ee oa CTE om toed 
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By casting this ptatistic in terms of thea size of the budget, an indication 
. “1s given of the risk to institutional operations because of probléms with 


ca unsecured debt. * - » - 
S 
Limitations: 


The size of the debt can vary greatly with ‘the time of the year: 


wpe: 


and the time when tuition collections and federal fund collections are 


a a 


made. The use of short-{erm liabilities by state institutions is rare. 4 ' 


‘ This ‘statistic does not take into consideration the amount ot kind of ee 


. 


assets possessed by the institution. 
: , x 


: Category: The Need For Financial Resourtes, Estimated Risk, Prediction 
. Q y S § : — s 

- " Statistic: * First-time freshman plus Transfers 
te 3 Total FTE Enrollwents oa oe 


Meaning: | 


7 


: _ This is an indicator of future success or trouble caused by downturns 


‘ 


in enrollment. Schools may have many kinds of problems with enrollments, 


but the anticipated decline in potential students of the‘traditional 


college age’ will, show. up most strongly in declines of first-time students 4 - 
' 3 , : a ; ‘ : uf ih oe 
at the institution. . . 


ed 


7 * ~ 
ey ‘ : 


a Limitations: a 7 . _ - , =e ee 


a ar. ~ This indicator.can only be used in,comparisons with previous amounts. 2 a 


* - There are no ae "good" proportions of first-time students. . This a : 
' oe : , aa -. | . . 

sie eS indiéator will algo look "good" for sends with attrition problems _ : S 
7 = who continue to guenace First-time students. Also, instdtutiong, yhich show 

a _ semen trend on this indicator may be successfully upgrading their 

es * quality. 7 . , oS . ° : a - “4 Ae : 3 - oe 
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Category:. The Need For Financial Resources, Estimated Risk 


ee Statistic: Perceived Financial Pressure | , | ———s 
. . . : ; 7 
Loan Default Status, federal . é : 
a tb Sinking Fund Requirement ‘Status, 
co) : me, Soa Mby. os tk 
Meaning: : = 
When an inistitution“is unable to pay debt service requirements or to 
keep up sinking fund payments, it is in effect declaring itself under 
extreme financial duress. This simple "yes/no" measure is an excellent : 
“indicator of self+assegsed financiji] exigency. 
ind caetonss + : 
¢ . : : 
, aed Few institutions, have cucantly asked, for a i ican on debt service 
egies nts or are in’ aétual default. Puede the indicator 13, Limited sg a \ 
! : , 
the small extent of divs orphan The Andjeator does not show the 
» , + : : 
degree: of financial distress, only | Hag che, Ine ti cution ‘has chosen "th33_ i 
4 perticular, extreme, mode of 3 semgoractl) 7 
: * : cy 
category: Changes Affectin Finangial ‘Reso ° 
Statistic: Net Revenues From SGSIRS. ns ; 
a4 Ce go, : a oe 
Tutition and Fens plus Avid ary Income. less Garese iced Add oe 
deflated by the Higher. Education. Pere Index 1 to a i 
constant dollars’ ' Wp 7 . of de 
7 * iid. 
fy ee ul GY : or an - . Dk 
. Meaning: a ‘ _ a coos : pte 3 - ie 
2 and nonfinancial resources. After deducting ‘unredieteté 48 
‘ : oa . . '' is ae | 
| Sg measure, of: direct support from students = derived. ': pen sian ’ : 
\ 
ane i : i . He ks . j “y 
: » uy as 
eae increases may y actually be allowing a decline in support fom stad nt : es ae 
: a ae an ; eae oy 
cs oy For. endepengent institutions, ‘gupport fxom students in axttenely imngragnt. oe 14 


Because tnElation ig» taken out: in the. ealaulacio’s 0% -in teas ses would 


x 


“a 


indicate ‘that the Insti mucton is + staytig even. 


Limitations: ; . _ 
37% 


This: statistic does not allow for the replacement of studant-deriyed 


revenues by revenues from other sources. Thus, inatitutions which have | 


successfully raised restricted gift income for student scholarships to 


woot ¥ : ee 


f ON reduce the cost to students will show a negative rate of increase in 
i +t < 
net revenue from students. Given the goal to reduce the student's 


de 


burden, this "negative" indicator may in, fact be positive. . 
Thia indicator is a complex mixture of many potential changes: ; 


enrollment changes, tuition changes, housing occupancy changes; and 


t 


unrestricted student aid policy changes. Further analysis must be done 


to make sense of any trends revealed. 


ry 


ra 


Category: Changes Affecting Financial Resources 
Statistic: Support from Government. Agencies 
Meaning: ee : 

Tracing changes in government support {s another way to attempt tbo 


"pana future declines or improvements in‘ instituional resource levels. 


Limitations : - 
| Because of the relatively low level of governmental-support for many 


td ¥ ’ 


institutions, small changes in absolute levels-of support may cause larger 
, | > a 
cre, 4 percentage increases. 


4 
. 


a) 
iD: 


: " Category: 


_ Statistic: ‘Current Fund Private Giving ' & _ a pees 
Meaning? ot - - 
oe {  Thig ig an improtant source of financial regources. Changes in this 


~~ 


‘Figure are an important: diagnostic for eatimating the success of ‘the 


institution's fund-raising program., a 


" Limitations: . , 
The large Fluctuations that ve normal in this statistic: wake ° 
‘nin iviade very difficult, It ds important for th ‘analyst to try and discern. 
general trends. Sometimes it ds ied < to remove\ any ieee Gontecuteiug | 
gifts to better understand underlying trends. a we 
A further problem for analysis exists because thie*and cator guths 
restricted and unrestricted gifts together, even though restricted gifts 
— counted only as hey abe uped re analysis for each may be 
more revealing of important+ trends. . : | 
' oe | —. ’ 
of ao , 
Category: Changes Affecting Financial Resources 
\ . Statistic: endowilene” Incone 
Meaning: 
4 “The interpretation of this statistic ie stuiiae to the interpretaticly | 
of the private gifts ee : io a 
—. . _ i | 3 
It .is difficult ta interpret this statistic, given its stock market ‘ 


* ‘ 


‘, dependence. ‘Analysis of endowment performance ig a -conip lex affair ‘and 


analysts are ‘referred to NACUBO! s Comparative Performance Study. 


30 - $a 


= ica pane Hemline mat in SOnn te mee onnene ee: a 


\ 


a 


Category: 


Statistic: Deflatead Costs Per Student 


Student FIE ! ’ 


Large increases in real costs per student rae neaee the institution's 


as 


enrollmenta. Gales revenues can -be increased on a per Student basis to 


‘keep up wtth costs, institutional resources will decline. 

‘Limitations: | | ee | / _— 4 
7 Increasas in quality will look phe same as aoe control ahatgbatetes 
Clearly this. statistic should be interprated within - ‘vontaxt off the | gbjectives 
of the institution. - Ps | / : 


, * a 

e ‘ 

‘ : 

. . : 

4 * 
o . 
« ¢ oa 
x ; : . 2 ieee 
F ry 
1 . 
, 


7 Category: Changes Affect Financial Resourcas 


Of 


Statistic: a , , Student Accounts Receiyable * 
Total Student. Revenue | 


Meaning: 


_ ‘This indicator shows shows the change in ye abtitey of the institution. 


‘to draw revenue from students: as, it is due, | Ag, thie pedbeneor inoreasans 
ey a 


a growing proportion of student billings ig bagoaming uncollectible. This 
andicates a change in gduinistrative effgetiveness and a decrease in the 


liquidity of current assets used in other indicators. — hase 7 ne 


Limitations: 


| ‘Slow collection of accounts receivable is secastonal ly used as a . 
. form of student financial aid. An institution which is changing its clientele’ - a 
“ ‘might ‘be expected to: ‘find this ratio changing. Comparisons among 


an ‘Ansettuetons on: this Apdtentor are. very difficult because of the timing of” 7 “ 


| summer billings and collecto 18» However, since chi indicator is given. for _ 


the, end of the fiscal year, fall billings and early collections ‘for fall . 


ing. peactieg. “ae 


‘f BA. ean : ‘ sits 


ae ere, normelly foe r ancluded wae eye account 
Ma i : - , <P i. 


Pak sh 3 


. He ae . ! _ 
‘ ‘ 
, , Category: Changes -Affectiny Financial Resources . 
Stat{stic: Student Loan Default Rate | 
; Meaning: | . Q | , 
| ~ This is an indicator ‘of both the inatitution's financial management 
7 depth and its ability to maintain contact with its graduates. Upeemeen o 
in either of thase areas can be particularly harmful to {neti tutions 
‘facing a period of financial dureas. i. cI : 
Limitations: | . | 3 : ~ 
“General aconomic: conditions in the area around che institution may 
_ have an affect on this indicator. ‘To ascribe all ‘changes in this indieanee 
- to changes within the institution would be wrong. : , 
. ‘ . { 
. Category: Changes Affecting Financial Resources| P. 7 
| ' Statistic: Dormitory Ocoupancy Ratio | j 7 
| Meaning: | | _ 1 ae — . . _ _ 
Saeede eae reprasent, heavy fixed cost responsibilities to many | ) 
_ institutions. Unfilled dormitories usually indicate that revenue normally 
| available for aducational and general eueaee is es used to cover the a 
: “fixed expenses of the dormitories. Also, this indicator nhoula correlate ae 


well with ayerelt amused capacity on campus. Unused capacity means that fixed 


costs must be spread to a amalter base, usually indicating x finanncially . an 
> * _ : “ 
pieteesetat situation. -_ : 
| 
\ Limd tations: ? 


. oe ' ' 
Revenue shortfalls may be aastuad by agencies outside of the institution, am 
ine Luding separate state-run dormitory authorities. This statistic does” not 


adjust for. the: proportion of the current fund whitch ig dedicated to “dormitory 


: : ; Mey 
hee ea 3 ; I oy} 


aL and a low occupancy ratio may not be very important to an Ans titutdon 


“with » very few dorms tory spaces. 


ae | : 
rs _ a A go ata 32 oo ae se Fe Osa 
: ; ee ae eae AR Sos eee te ee or , 


bes * ‘ ry a rns at * % a a = AB ay. 7 are . ra 7 
ze - SoBe eRe . a’. . Bo . ous Pid 
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hanges dn tonfinanota) Resources 


Catagory: 


Statistic: Continuing Education Gdsclinents 


emma: ace Maaning: * . . es @ : Pe * ‘ Pe ee A & * oie wd ie 


Continuing education enrollments show the institution's relationship 


to, the immediate coma Ga atronger the ties, the higher the enrollnents. = 
Changes in this dumber Audisace changes in an important resource. | 
_ Limitations: 
Theré is no common denominator for noncredit seaees enrollments. 
Credits are by definition ignored, as are standard course lengths and neating 


: » ‘: : 
. arrangements. This has lead to a-difficult problem with regard to comparisons 


among institutions and even within the same institution over time. 


\ 


e 


« , Ff 2 
Category: Changes in Nonfinancial Resources . ; og. 
Statistic: Instructional Expenses . ‘ 
| E&G + MT : 
- A 


Manning: | ~~ a an: 


“Instruction is an i dala resource of the institution. If financial 


pressures ponen down the proportionyof budget spent on instruction, ,then this: 


resource is Badan sacrificed ‘to other pressures. Many collages and universities * 


7 " are being forced to put more euplnete.en student recruitment, Bi aa 


. and BESTEEASS budgets. Student financial aid is also ‘taking a larger - at 


proport ton of revenues." To the’ extent that the instructional program is ‘ 


forced to grow. more slowly. than the rest of the budget, ingeeinetod: is 


' — 


oe receiving a emaller portion of total resources. a ‘ 
Limitations: . | , 
| Sone new budget items are spectfteal ty funded a external sources, 
causing the appearance of decline to instruction, The best example. of this» 
is incrhased federal finaricial aid channeled through the college’ 3 budget i 


4 emphasis on Angtruction may not in fabe be declining; 


the oust may ‘mike be carrying out the mission of an external agency 


rans 2 
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Category: 


Statistic: Full-time Equivalent Faculty 


Sitar is i weet tt 


A ea 
: a 


Statistic: Full-time Equivalent Student Barollments . : my are 
Meaning: . ’ | > S * 

The punber of’ students kala served by the institution: is 
an Gapereae indicator of the tne ti tutdon' 8 investment in this basic 


rasourca,. 


- Limitations: 


Ye , 


~ 


Declines in this number do not necessarily indicate institutional - 


eatin The institution may ba sheesing, to upgrade the quality of its 


matriculants at a sacrifice to the total quantity of matriculants. 


° 


Gategory: Changes in Nonfinancial Resources 


Meaning: R ‘ 


e ab 


Program cutbacks are almost, immediately reflected in the numbers of 
faculty. To the extent that aaa are not duplicates of each other, 


each reduction in. faculty reduces student choice’ and options for 
varied studies. “The faculty as a eeaneeee are primary to the institution. 


« 


Limitations: | 7 i ; Sas, | og 


Some faculty reductions may be undertaken with no effective 


“ 


reduction in student academic opportunities. 


% 
4 


—— This section describes the inatitutional data sources and the definitions o— 


~ 
rt 


of the elements required By the survey. oor 
Appendix C lista each statistic, the data elements needed, and their 


: source. Appendix D gives the data elements neéded specifically from the HEP. 


iy 


survey. A discussion of each item follows. 


_ Current fund asgets and current fund liabilities are standard annual 
Me Bare ff 
financial report fiteme.— For the HEP elirvey current fund liabilities | ghould 


s 


ay ac ot 
: . "F not ‘et ie restricted regexvea’ or fund balances. 


Pare re & aoe WS 
° - 


~~ . 
a 


Annual debt gervice amounts are usually avert lab le from the annual finan- 


se! 7 


a 


ni cital report. They can usually be calculated by summing current fund mandatory | 


> = 


vanstexs and re in other “nonmandatory amounes" paid for debt service listed e 


‘in various fund accaunts. 


> 


The fund balance for quast-endowment, or funds—functioning-as—endowment, 
may not: appear separately on the annual financial report,, although this is 


the exception rather than the rule. The fiduciary responsibilities of insti- 


tutions require records for naee Smee. funds a the pxincipal is to be held 
w Cad 
in perpetuity to be separated from other investment eunds (qdasi-endowment) 


where no such restriction is’ attached. Occasionally i da 


” 


ert ner mane 


fund reserves from fund balances. These two items should be combined eiieri: 


rasponding to the survey. 


-Continuing education enrollitents are usually separated from graduate and 


undergraduate enrollments as—"other." We are interested in a full year count 
: . + : ; 


s 


of those who participated as "other." 
Transfer student enrollments are new atudents who have been enrolled at 


other. institutions, have transferred credits and have not been previously 


enrolled in this institution. 


‘Bei 


* 
Be 


J apieit Dye Sef a ta ee LPO OMNES OE eT SO TOO cir RTT FEN eam T CCE TREE SIE ee Ee on SOMO VERE teem WOR at BITE shai ct 


ac counts rec ceivab le haghrce: 


health should be published. Promising thi 


Estimated tenured faculty compensation’ including fringe benefits can be 
computed rectly by adding up all the dalaries of tenured faculty aitats | 
(and adding’ on an average fringe benefit amount) or by applying the ates 
of faculty who are tenured to the total faculty compensation amount. 

Student accounts receivable is given in the end-of-the-fiscal-year audit 
report. For the aude; fall billings and credit sneuaks are removed frdm the 

Dormi tory oncupancy (percent of capacity? is often found in the audit no 
report. Most ipenteees bonds require that this statistic be available. 
; Federally guaranteed loan defaults, including HEW and HUD notes, are’ 
always noted in the annual fiscal report. ‘ ) 


Defaults on sinking fund requirements are always noted in the audit report. 


Notes.on the Cover Letter 3 “¢ 


mm . 


Particular sgeseation should be paid to the justi yy given in the cover 
letter for the HEP survey. Many of the comments from interested researchers, 
when asked about the potential for such a suivey, w ed that many institutions 
would find this type of research threatenin These letters are included in ! 
Appendix E. No lists ranking institutioné by supposed degree of fesnctel 4 i 
may do much to pavieieeopecavion.< : 
No invidious comparisons should be derived between essentially noncomparable 
sectors. For example, no comparison of the health of public and private 
jeeettnetons should be drawn from the data. are 

We believe that direct aid to institutions is the main issue of this 
research, and this should be openly stated in the cover letter. ender may 


promote a better response. Also, tnptttuctona may have."no “other iucentive 


for. filling out the @liestionnaire than the Bree for some comparative deca, 


» 


4 If this need is the only motivation for returning the fora; then bias is 


possible bacauge the a will be only from ‘those institutions who assume 


36 ms 


4 


eo ae = 


that they will look good. The importance of this survey to federal policy~ 


wattag should be emphasized, a . . a 
Perhapa a special insert with a request for the data from a high ranking | 
respected individual might be helpful. ‘Should the survey come to fruition, 
the authors offer their'‘assistance in drafting a final letter. 
One further note on once fs necessary., The data called for in the HEP 


gurvey ig the most recent possible. Matching HEGIS data is not 
“4 i : sas . ‘, 
available. Some consideration for special arrangements with NCES should be | 


considered, including xeroxing and special coding of HEGIS forms for the: 
sample institutions as the forms come in. The technique has been successful 


on one occasion in the past, but necessary editing would become ttte respon-_ 


sibility of the analyzing organization, and ‘this could be quite a burden. 


One final caveat on the use of the HEP gurvey . The low camp ring level 


of small private colleges may Esau attempts to aii other sources of 
w . ‘ 


data, or may require a special (and perhaps costly) appeal. to these participants: 


in order to improve the response rate. ( 
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Ine tructitons to inalude with HEP survey. 


,Note: Data for every other year is 
being Eeduageed: 


° Item. a 
L Use total current fund assets as listed in audited financial state- 
ments at the end of fiscal year. Include amounts due from other ae 
Funds . . 
2 Use total current fund ‘liabilities as-.in Item L. Do not include 


fund balances or reserves. Do include amounts “due to other funds . 


3 "Include both interest and principal, payments regardless of the fund 
making the payments. Do not include inter-fund transfers of interest 


or principal. ? 


@ 
t 


4 _ Gpast-agionueat funds should include funds functioning as endowment 
7 without restrictions on principal payout. . 


5 ; Include noncredit enrollments for students not included on the HEGIS 
; opening fall enrollment report. This number should be a count of . - 
1s the unduplicated number of students enrolling in not-for-credit | ~ a 
courses during the year. : 
6 Include students attending the institution for the first time, who 
are not first-time freshmen. . 
7 . Include only completed applications. Do not. include inquiries. : 
8 Compute by either of two methods: 


a) Sum all tenured faculty salaries and add 
' an appropriate amount for benefits 


b) Multiply the total faculty salaries and benefits by 
the percentage of tenured faculty to all faculty. 


9 ‘To find the full-time squivelaue number for any part-time faculty 
. . member divide that Paculty. member's load (in contact’ or course | . 
hours) by the institution's. eepected full-time load. ‘ a . 


* 3 10 Use che aydited end-of-year amount. Billings for. terms or semesters . 4 
i oe ; __ not yet begun-and credit accounts should not be included - in the os 
vom audited amount. ay | x 

i | This amount should be the gavcentane: ef all living spaces normally 


rentedsto students which. are aéeupied sor fall semester or term. 


12° | “Indicate if any Jean: payments due EW or. HUD were “not: pats a fecal 4 
. yeat 1978-79. | . 6 . e 


= 


13 e. "ae dteate ‘4g any payments due sinking ‘funds were not paid in fiscal . Jt 
year. 197879. ; . - ote 4 


Rate 
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| Specific Indicators of Financial Health Researchers 


of Inflow 


Enrollment. trends: 


APPENDIX A | : > 


. & 
’ i “ . : ’ 7 
e t t ‘s 
\y : 
| | S, 
Jellema, Lanier/Andersen, Jenny, — oe: 


Pa., McNamee, Lupton, Coldren,. . 


Minter, Ahderson | 


- ‘ : 
: 4 Enrollments under . x 
500 x. VPI ; 
Rate of Inflow 7 | 4 
7 Revenue Trends . a 
Overall Income Trends: ‘Jellema, Coldren - el : 
; Specific Income Item Trends: Jelléma, VPI, Pa:, <a = . “A 
Tuition and Fees per Student: Lanier/Andersen, VPI, Coldren: = 
Revenue per Student: Minter 2 - eo & Ss 
"Revenue Draw Power" Collier : | . - 
| Tuition income plus other student payments. less unrestricted ,) cg Oe 
student. aid: Jenny - | aa : “ 
a Endowment Use} Farmer. _* _ _ ae 
: , “i : , 2 ; : eo , , i 
Rate of Inflow . _ Aw 
Revenue, Mix ; : 
Tuition ‘and Fees /Education and General Revenue (E & G Revenue) : ‘ 
" Lanfer/Andersen, NACUBO, McNamee, VPI 8 ee 
ey a: easement Barnings/ 5 ‘& G Reventie: NACUBO, Lifpton 
* ee % : : : 
Changes "in Financial Resources . 4 “eg? 4 an 
Numbers and percentage ‘of deficits: “Lanier/Andersen 
Laquid Assets /Deficit or surplus: Jeliema ; * 
Incréase ‘in endowment funds 7 a. ~ NACUBO , “Sonny, Fates, a we eee 


Average of the net incrended ‘for 1 the year acroag all five . fund, 


oe grouper” 
Meas 


Colter, Jenny, Wormley, conc 


st aia pone oe ae + Pd ae So eal ae ae a ks eee SRE yes RET RET Ses ae ae etapa ¢ oe 
a @ : % me 


er 2 We ‘ee We 
Total. Agsats | otal Ls Miitdes? winter; Pa.” . | oe 
be S|. = os 4 ars 
“sltquia Ansete / Current LAaBi Lites ‘Tonny, Minter, Anderaon Sas Re 


Current Fund Deficit / Current Fund. Income: Farmar, chan: 


wo ies, tad, “+7 


_ a aa Long-term Debt / Total Income: McNamee = - ae : 
a | Long-tem Debt / Endowment: NeNenee — 7 - “se _ - = 
| Deficit / Endowment: NcNames’ 2) fee, | = & | : z 
2. & G Revenue / é & G Expense: VPI . ar : _ _?* 
ee a cueeene Fund Revenues / Carrent Fund Expendituras: nietene - 7 . a 
., Wks Pas, Coldren : - ; = : a. | ; 
= Housing & Food Revenue / Housing & Food Expense: WeT 
| Student Aid tapauwe / Student Aid | a 

Auxiliary Enterprise Revenue i. ‘auxiliary | Erk ver . : 

a _ : | ' Current Fund Balance d Student: Coldren - : _ Ss oN 
; Endowment / Student: VPL, Minter, Coldren 7 “8 i | a — 
. Assets / Student (FTE) : “Minter _. : ; “ 7 ‘ | a 
an Net Assets / Total Assets Less Interfubd Borrowing: Pa iy ay 
" Surplus or Deficit / Student: Andersén - a . 7 ” a 


‘ at ‘ i . 
. . oe 
be . . ‘ . F 
. : ry s a 
= 7 . . 


. Net Worth / FIE. Faculty: Coldrdn ™ i 
: go Fy , a ef © & 2 aa 
Student Characteristics - a. # . - - ie, 3 a Pap © Oe 
“pul oe equivalent students / Headcount: Farmer, Coldren : = _k 
. . = i 1 Percentage in-state: McNamee. 4 7 2 ; ; | : . 4 : . 2 fl 
| Graduate Students / Undergraduates: Lupton, céldren | 7 ” oy ast 
. MS ae "Freshman / Undergraduate Degrees: “Lupton, Coldren oo .3 . a 
fi ey oy | - rr 


be Bachelors Degree / aa. Pull “ind equivalence: Coldren i re er: 
2 j. Resources a oe, ee 


* velfee 4 


rh 2S . jp . 
‘Trends dn Paculty Salaries: NACUBO, Gtaxen, wae. 
a yO, 


— is 


& 


s 


Be ee 


Student to Faculty Ratio: Jellema, Anderaon, Coldren | 


. « : : = : 4 ‘ - t ’ : 
Nonfinancial Resources “ _ 
é 
- * 
Current Fund penne / Plant Assets: Lupton 
i 
> re x . 
Plant Assets. / FTE Srudant -Lupton, Cgtdren . 
O&M Expense / Plant Assets: Anderson, | 7 
Nonfinancial Resources = 
Other Resources e - ‘ 


Student Loan Délinquencies: Jenny 


. 


Dorm Occup ancy: Coldren 


Changes’ In Financial Resource Needs (Risks) 


"Revenue Stability": (Collier 


A measure of tha tageieueiont 8 closeness to an | optimum Revenue: 


“Distribution: Collier. | a = 
Plant Debt / Plant Assets: Collier | a . a 
‘Relative Endowment Yield: Collier, . Jenny ° 
= 4: § ; 4 


Short-term Loans / Total Expenses: ° Collier, Anderson | 
(or. total 4ncome) | 


, 


Interest Expense / Total Expenses: caglten | . 


ie 


Unrestricted Revenue / Total Revenue Collier 


ag 
e 


Tenured "Fact ty. Salary “08M Expenses / ‘Total ‘Expense: Collier 
{ 


sik “LNB. we 


Plant. tnvestuent 7 F ‘Plant ‘abilities: Jenny - — ; 
tntdrest and Debit Repiymene / Student Net Revenues — plus 
“Auixiatnaby Income) + Jenny ae eee : 
Debt ‘Payment Per Student: ‘Saas a 
| Debt Per Studerit: Farmer 
* Fund Balétice Per Student! Andetson ee, BS ot BY 


BSG Revenues / Fixed ‘Operating Costs: Lupton. 


a ata a i aa ae ac a a aia rl St a ree ale nailer oe a ie eae Ramee a is 
ar eae = is ig soos Boar, | eae Se pf ear 3 : 


eet + 


bake 5 tale 


Poca’ 


“ae 2a! 


" 


st 


Sa ee 


, 


ee ae Plant Debt Payments Per Plant Debt Ending Balances: VPI° Fo " ~) 
a 7 Debt /Fund Rafance: | Anderson 4 ". | 
an Debt/Current. Fund Incomet — andevgeon 

ae , Principal and Interest /' Curent. Fund Intome: Anderson . - \ my 
Rates of Outflow , | _ a. ee 
. Rate of Expenditure Change | | | a 
Expenditures Per Student: ' Jellema, Lanier/Andersen, _ "4 “e 

. a _ Farmer, VPI: 

‘Total, Expenditures: Lupton, Worpley, Anderson = 
E&G Expense Per Total Degrees Conferred: Lupton’ | . | 
Expenditure Mix . § a, - 2s - *e | — : 
nee Libraries /Education. and General Expense (E&G): Lanier/Andersen, - . ° 

| NACUBO, VPI | a: 

; 7 Plant Addition Expenditures Lup ton 7 ze 4 eof 

= osMBsG: | Laniex/Andersen, NACUBO, vel , i. 

| Adninis trative ‘Expense/E&G: a Lanier/Andersen, NACUBO : 

a ae - ‘Net Cost Student Aid/E&G Revenue: ‘NACUBO a . . 
Sg / ‘Net Cost of Student Aid/Tuition Revenue: NACUBO, Anderson ; it 
= Instruction/E&G; “= s 2 NACUBO, Lupton, VPI, Coldren. . 
a / Student Services/ E86: NACUBO ee ; 
. ’ 
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This is a list of the financial indicator research publications 


digoussed in this monograph. While it. is not omprehensive, most of - - 


+ 


the best studies are covered, Researchers interested in a more complete 


as * history are referred to Paul Brubaker's 


= 


LS a & : * : op m3 
Bnd Uge of Financt /Indicatgrs fa Colleges and Universitiege A Literature 


Review- and ‘Synthesis (American Institutes for Research: Palo Alto, 


California, 1979). _ | 7 


+ 
f 
ww 
‘ 


Xv ‘ 
i : : ‘, 


The primary basis for the organization of the atatistics and the 


Y 


‘statistics themselves is also.documented in "Self-Assessment of Financial 


Condition: A Preliminary Edition of a Workbook For Small Independent 

Institutidna ," by Nathan Dickmeyer and K. Scott Hughes published by 
’ . r 

the National Association of College and University Business Officers 


and ihe Ameviican Council on Education, June, 1979, Washington, D.C. ° , 


’ 
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Anderaon, Righard E. 
at. Peunte Colless 
— New ap TORK a. ADA. 


Final 


VPE as) tha P, ~&B rion. D. a 


Lle i Virginda 2 
Polytechnic Institute . & "Siete University 
a | Va. , May, 1976, | 
Coldren . . Coldran, _ Suen ah and thers ACE ee erin ° 


Collier : Collier, Douglas J. and Patridc, Cathleen. oy 
: A Multivariate Ay broach aerer Analysis of ok 


Farmer Fins i it ) n 
| Colleges. and Universities in New York, | oe 
Temporary State Commigsion on the Future of TER 
Postsecondary Education: Albany, 1977. ee ee 


Jenny ' Jenny, Hans.. The Bottom Line. Unpubliahed. 
. paper, 1978. i . > | ae 


Jellema . Jellema, William W. From Red to Black. 
- Joseey ~Bass: San Francisco, 1973. 


( Lanier, Lanier, Lyla H. and Charles J. Andersen. a 
| . A Study of the Financial Condi tion of ; 
| “'Colleges and’ Universitied:” 1972-1975." - ; 
ACE: Washington, D.C. 1975, . e . 


Lup ton " HOpon, Andrew H,, John Augenblink, and doapat oe 
7 | ‘Hoyison. The'Financdal State of Higher ee 
Education. ~ Chance Ma azing mone 8, Num. 8. ‘ Dy 

7 , (September 1976) % 20-35. - 


~ McNamee, tNamee, George C., Edward J. Gibson; and 
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/ 3. Annual Debt Service Payments : _ 
(all funds) -. 
“4. Fund Balance, Quasi-endgwment — : _ ; 
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Correspondence with National Higher 
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AMERICAN COUNCIL ON EDUCATION 
ONE QUPONT CIRCLE . 
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Dear Colleague: 


Q 
e * 


Sal Corrallo at the Office of Education has: asked’ me to help him design 
-& questionnaire for a Higher Education Panel survey which will be used to J 
assegs “institutional financial distress". I frankly don't think it can be _ ' 
‘done, any more than we can currently assess the earnings potential of a private 
company's common stock -— we can knock {t around a bit, but we can only 4 
approximate the “truth". . 


Nonetheless, I’ think I have learned a re things from you and’ the par~ | 
ticipants at the last two Annapolis conférences on assessing institutional. — 
financial health, and I would like to try myhand at extending the -state-of—the-~ “ 
art in this area with the cooperation and regpurces of the Higher Education | a 
Panel . a Office of Education. . eg oo at, ee 

oe have explained to Sal what I 1 beffiave are ‘the major eoueceuints of any 
effort: to measure financial distress. The first is that it is: extremely = 2 4 te 
difficult to predict the detnise of any given institution.. The best that. we’ ace ae 
can hope to do is to assass a relative probability of failure, and then only 
a probability that extends to groups of ‘institutions. As an example of the 
difficulties wa have in making accurate predictions, the closer an institution . 
is to failure, the more appealing it becomes to the kind’ of talented individual 
who can come in and turn the institution around. Thege people tend to -rbin 2a ; = 
some of our best predictions. Nonetheless, we can improve our ability td oe mi i 3 
recongize institytions in various states of Mladeduate preparation for the. 
future". Institutions without sufficient resources to’ survive the kinds of _ : 
contingencies and. emergencies which we all know are normal toy higher educatisn, — 
are simply more likely to fatl -- the wrong er at the,’ wrong time and. : 
they are in severe trouble. ; 


é 
‘ 


ee 


The key word for analyete in the above paragraph ie oe es In order : 
to make. intelligent statements about changes in the probability of institutional ° one 
survival, we need to be able to measure changes in institutional resources: 4 
financial, faculty, administrative, student and ‘physical. * Financial resources . 

' are particularly suited to qur need to-monitor changes im the probability of 
‘demise, because they tend to respond (or are used to respond) to crises more | 
immediately than the tonfinancial resources. Howevér, the patterns of resource 
change used by institutions to meet exigencies varies. Any resource can come 
“under attack during adverse times ~~ cash declines. following deficits, low 
faculty salary increases, appeals to students not suited to ae Anstitution' 3" 

: PISEOELC mission, maintenance: deferral, etc. ; 
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‘A major factor in an analysis of institutional financial resource eases 
~~ La a careful degcription of the needs for thege resources. Because these ° 
. resources muat act as buffers to protect the other ingtitutional resources 
from the shocks.of éextarnal revenue) and expense ‘ghifts, measures of the changing 
size of external fluctuations are meeded, If the environment is becoming more | 
volatile, more financial resources are needed to adequately buffer the in— 
. atitution. Also, the less flexible which an institution can be with its resource ~ 
’ allocations, the larger buffer it requires to allow it time to adjust to 
external changes without trauma. 


What I propose, therefore, is a set of measures which indicate: 


I. Financial resource changes - ; - 
A. Long term 
B. Intermediate term 3 ] 
C. Short term : 
‘ 
Il. Nonfinancifal resource changes 
A. Faculty 


B. Student 
C. Physical 


III. The need for financial resources: risk exposure 


« 


ue 


‘a, A. Long texm | ; J 
7  .. B. Intermediate term . 
oe - C. Short term m 
fe . . we 
| 


. | IV. Predictors of resource changes : 
i :  A.-. Income trends 
+g, . _ B. Expense trends ~ 
/ ; The tudteatore which I propose to examine for: the approximately 700 schools 


in the. Higher Education Panel (HEP) sample follow. 
Financial Resources: ; 


te 2» ds Short term:* Current Fund Ratio — 


____ Current Fund Assets - cp a | 
Current Fund Liabilities | . 2 


Ga AGE Ee Y term: ‘Reserve protection 


Current Fund Balance (including Reserves) +. 
uasi-endowment Fund Balance 


Current Fund Revenues ; 


oS Tong termi Endowment Size” ~ : : a a 
* . Oe te . } 
an | ‘Endowment Fund Balance | 
a _ Current Fund Revenues . a ae 
; Nonfingnetiat Resources so | ae | . ° ‘ ° 
' / = Faculty as i . on : : . os . %) _ Sh Fy8 é 
. j — oan , ‘ 6 - ae 
‘ew < ‘iverage Real? Faculty Saleri¢s Pa 
| | ; Entering student's average test scores “e.g 
ae Sea . ws. gy ce F a, ; ews 
2. * : 3 Physical es ; Lo é 
Me - Sige of deferred maintenanc4 eas ro a 
. Financial Resource Neda? Risk profile i Ss a pg te —— 
l. Proportion of fixed casts (defined to include tenured OS 
. _ faculty compensation plus annual debt service payments | “ eo 
| plus utilities (eléctricity, fuel, water). a 
: Fixed cdstis = sy " a 
Total ene eee Oe, _* je 2. a 
i cz, Dependence on "soft" money short term restricted revenues 
Restricted Current’ Fund Revenues pS \ - 
Total Current Fund Revenues ss 
ce Fluctuation in appropriation ane etadent derived income oO ie ihe — a0 
Highest Minus Lowest Real A ppropriation” 4 a 
Total Current Revenues oe Pe ashe 
pel ‘ 24 . ; : ‘ Vi 
: v4 Hi hest Minus Lowest Net seudeue Revenue? ‘ 
“? VO oo 8 . Total Current Revenues - ¢ 
aa : 8 : : "3 
an . 3 
5 : Removing inflation of 
}: 2 Over, = last five years i: = - , a , | sf 
‘ are b 
Bok 4 ea 3 over * he last. five years: Net etudent . revenue is: defined . as ‘euition 7 a 
ae - and feas pate ‘eux tery income less flnancial aid. from unxestricted sources. ah 
ee : et 
\ % ast 7 —_ ae , . ; oe . #44, fr 


Ae 


Predictors of. Reacuvce: Changer a a 7 . » . 8% 
send eae 1: “trenda in, nat yea eal student Fevenue ) a ao 
oo 84 ’ Ca oe! 
2. Trends in real appropriations ; oF 
— _ '. .: 3, Private gifts applied as a proportion of total current ede Mot ae 
oe ~ . fund revenue eS . as ae 
: "4, Grants and contracts 1 from all sources as a proportion of -.. . Y : 
total current fund revenue , = a Soe . ae 
; 5. Total real educational ‘and geneva, axnecdivare per FIE- a . be 
i students (to examine cost pense Se and the i ptitution's | a: 
ability to adapt) , ae . ; s a 
: Fortunately, much of the necessary data haver: already been gathered and we’ or 
‘ need ask for little new ‘information from the institutions with the HEP survey. “4 
Also,, almost all of the necessary data which we must ask for can be: speedily 
peatbered fxom annual reporte, t _® Bee 
Given that HEGIS' data ‘covers : Sib of this, I would only sie 7 a4 
to provide the following. figures for: the fiscal years ending-in 1975, 1976, =. a 
& 1977 and 1978. | : ne a ‘A 
~ dy Current Fund Assets 9 » _ i a ae, ae | 
as y 2. Current Fund Liabilities oe = ae . a ait 
3. Current Fund Balance (dncluding: restricted. and \ unrestricted > . oN 
, ‘reserves, it.e. agsats minus liabilities)... (I am concerned . . oe “ail 
- that ee misses the weaervas, 80 I will ask here also.) 8 
a ‘ ay ae 
1 +04 . ue 
wee AY: Guasicendcuent: fund balance. (funds functioning as endowment). ce ly gad 
This may*require some allocation, aince in seme bases. only’ a ay 
: the assets are designated ‘ag Nquaat. a a rn = es 
; | ne 4 bo ee: 
ay ‘i a 
5. Annual Debt Service - "interest ad prigetpal repayments in all bt 
funds. . ‘ SS , ae 7 a, eS Pi ied 
7 | ae te as . 
egg Ee FS ah, “Aoniat Ueilictes Costs Gneluding aa fuel, water “aad Sg 
a 8 sewa Be). & | : a * 
7 nerlcvad Naintenance Labiitey a 
ae _ oe . (This is ‘the ‘dnétitution' 8 estimate of the cost “of: projeate . 
ee _ . ‘which were not undertaken, -but-which were needed to. asaure, 
et, ae oe the ‘continued usefulness.pf all buildings: for- their, current 
ae ‘ . ‘purposes. Ths eatimate ‘should’ not’ inelude projects to improve. 
ef "needa for: they ndicappeds’ projects. to. improve veditey oa —: 
8 Ms ee ‘consumption, 4 Projects: to alter ‘the use of ‘budidings. We “og 
7 are seeking. only-tore maguire’ Pha aes Li of  Poyegeay, Fenources: ) : he 


Ege Gi AU lA as Sac a ae Pot beeen ae or Sep eg gpa ene ee nA 9a en a ee iced Seat avahie Sai araien aeeesuaine neater 


ae aan _ - de Eig go fe 
ae : iat nA 
sr et ’ r ; : 2 f . . : 
a ar , Rs 


te _ aye . aed e . 
fog Fs Treme i= 3 should be available directly from aydit reports, Item 6 
‘should be easily available from expense records, _ 7 will requtre an 
estimate. one may not be. available. ; ae eek ee i A aeeos 


“2 ow 


“ 


“aL Migs sutte pata difficulty in scien good HEGIS data for all necessary 
years, but I did get excellent cooperation from NCES on the last ais IT did~ ae 
using 1978. financial data for communi ty colleges. | . 2 oT de 


The grantent. aiffteulty we will — till be presenting any results in a ae 
clear context -of meaningful explanations and caveats; Each statistic above 
‘ merits at least a full chapter on caveats alone. | _ 


= The true liquidity of assets is not measured... 
Endowment fund balance is a poor proxie of earning POWEE ws « 


. The need for’ financial: resources is much different at state 
BSE CURE OR 


4 


é . ” 14 rar? 
| ° ne aes salary growth is” only a modest predictor of wag 
the faculty as a resource... ‘ oe 
4 
‘Unstruetured ‘deferred maintenance y estimates are poorly 
comparable... s : 
I believe the ttajor concern: “we all ies over the effort which. Sal and I a 


ptopose is that the statistics will be irresponsibly presented or used fin an 
uninformed manner. We are sensitive of the damaging impact of bald statements «+ 
about the decline of institutions or sectors. Journalism being what it is, it — 
will be difficult to prevent any improper uses. However, I will try to guane 
against uninformed presentatton of any statistics. 


, Sal and'I came away ecu the last Aquapolsa conference feeling that some 
progress had been aiid: could continue to be made in the area of financial -con- 
dition measurement. We need your reaction to. the proposed gurvey. We will not, - 
7 .indeed should not, conttnue unless we can show to, the Office of Education that -.—~-. 
some cénseansus does exist on the question of ‘how to monitor changes in financial © 
condition.‘ We would greatly appreciate a note from you with your encouragentént, 
reservations, insights eneigencrot comments on the framework, the indicators and 


the reubed gest ens ; ee : 
or a Sincerely, 
te a . < ? - . é S . ; ; , 
: _ Nathan Dickmeyer Se ener ne aa, 
| Cs ee oo, a Director 7 ao 
. m3 rn ee Financial Mesures Project" ~ 
, { 7 ae _ a ae 
a. : 7 e 
? +3 . 1 
. a a. ; a 
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oo _ : INFORMATION SYSTEMS ANO INSTITUTIONAL AID 0 > 
Me ke : ; r . ay “ S18, ATS9909T \ nto 
3 e oo 
ro —  S : -_ . « ieee ee | a - 
= _ Mr. Nathan. Dickmeyer : ‘ , _ . | a = 
os Director, Financial Measures Project "y 
: American Council on Education 
One DuPont Circle . ; . 
Washington, D.C. 20036. | a | | a: 
; Dear Nate: . : 
This is in. response to your letter of May 15 concerning the . ; 
design of a questionnaire, to assess "institutional finencleal distress".: : ee: 
I. nere: a number of thoughts on, the | subjects : 2 
. a 2 oe. ees pan . . i ; 
‘le. I dm quite confident that using a relatively small. set _ se 
of data dn. an institution 1t is possible to determine - _ 
whether it is- having problems. I do not believe that = _ : 
-one can determine from a paper review alone whether | 5 
closure is ET ° | Le | [ a 
: 3. Your liatxof variables. wi do saseceniy well as the: “ 
basis for a scréening process, Because some institutions = -_ } 
experience significant Plictuations from year to year, 
oe your plan to have four years! data in your profile is a - oF 
mo, good one. g% ee on — “> 
“3, Entering students! eae: scores are » not universally eval lables, | | 
os Your data set will involve a Lot, of analysis, either — — ‘ 
+ as | you or by the institution (e.g., deferred maintenance ~~ . 
ane eo ' _ blability). . It, algo implies a.relatively large set of = . 
i 4.4 data elements to be used in’ constructing the final ee 
i aes indicators. a oe —_ en Se | . ce =e eS ee 


A 
' 


a ET repressrited an iesieeiea. Sete iat one in financial ee ; as | 
trouble, I doubt I would respond to your survey: Such a project is . ead 
.going to raise. awareness: levels, etc. and ultimately make it more 
difficult fo me to operate. I will get more probing questions. . My: co 4 
situation As: more Likely to became o¢ la te I already know { 
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what my condition is, and your project is net going to help me deal z 
with any problems I may have. I see nothing in this project for ; 
the institutions. Peg . 


I guess my bottom line at present is that, unless you can 
- astablish a larger frame of reference that holds out the hope of 
~ additional assistancé to institutions, financial or informational, _ 
or both, that you will have trouble selling it. Even if you do get’ 
cooperation, I 'm not sure what progress will have been made if you 
are just able to indicate that X percent of institutions. of different 
types are having different types of pEebr mes 


el 


: é Your project might also provide a basis for a "Moody's-stylet 
« rating service in which the status of all institutions is made public 
:. for all to see. This may in fact be a very good thing, but I'm not 
: sure wetre ready for dt. And I know there would be trauma involved | 
in getting there. a : | . 
‘ ae. : | 
I hope these thoughts are helpful. I'd be happy to discuss this 
further at your convenience. ° 
: ° { yet a : 3 ; 
7 Sincerely, — oF r 
: -_ A a 
fd wa 
, Paul Wing’ 
- = _. Coordinator 
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ce: Dorothy G. Harrison ¢ . hb. 4 | 
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TOs " NATE DICKMEYER-’ ye 
_ ROM: BOB ATWELL Vie _& 
DATE: MAY 30, oo : _ * ‘ 


These are just a few thoughts in response to your. May us) 
memo concerning the possible HEP survey on financial distress, ° 


The HEP sample is biased toward the research universities 
and that may prove troublesome since they are generally not 
as distressed as the smaller privates. Also, I think the kind 
of work you have been doing is more ape eican tS to privates than 
to publics. . 


With regard to snc taaneian 2eeuuees changes, you refer to 
changes in the test scores. I also think you would want to 
look at changes in the size of the applicant pool agd changes in 
the proportion of the pool which is offered admission. Also> 


one would.want to know about the changing a tat of total ae 
-enroliment which gets at the extent to which the nstitution | 7 
has gotten into the older eLucsne: market. — .. 


I think Lt is a good idea ‘to use the HEP. neue in ‘this wey 
80 I wish you well. 


BAtra as a 


cc: Carol Van Alstyne i 
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CO : = se = Office af tnatiutional- — 
Research ae Planning ° 


: May 29, 1979 6 « 


< 


e. Dr. Nathan Dickmeyer, Director —_ 
Financial Measures Project * 
Economics and FinancegUnit : 

American Council on Education . : ; 
One Dupont Circle : , i 
- Washington, DC 20036 . . "» 


Dear Nate: =§:. * 
I wanted to provide my reaction to the HEP Survey Questionnaire, before my 
summer work schedule picks up. ~ 
‘ * , | 
Having spent the year working on the NACUBO Steering Committee, you already. = 
> know the reservations many of us, have expressed about the Feds’ use of and : 
attempt to use these types of measures to assess "institutional financial ; 7 
distress." Corrallo's interest along these lines is pareigubarly Boe * - 
gome, but inevitable I suppose. : 
As for your proposed measures, I octal only suggest YOUpgl ook at trends in . 
your financial and non-financial resource measures, and in your measure of ' 
the proportion of fixed costs, rather than a-one year snapshot. You may 
have intended this anyway, in light of your inclusion of the word "changes", 
in I. and II. on p.° 2, and is sure a “under er and my I would eeere this. 
Thera are eee. quest ions I have.’ First, hak ry the "E1uetuaton in appro“ . 
-priation and student, derived income" measure supposed to show? Wouldn't it | 
be just as useful and: possibly more straightforward to look at ‘the brend 
in the ‘real apErepetehre? and net student revenues? . - a 


FY eee 
é he ay 


Secondly, would you clarify your comment pertaining to Quas1~endowment ‘Fund 
‘balances (p. 4, #4)? What point are you making in your statement: "This may 
require some allocation, gince in some cases only the assets are designated. 
as 'quasi'." Also, I agree with you that it will ‘be difficult to measure 

the deferred maincanence liability. . . 
: I es wg 
My third question is,. i after you have examined these indicators for. the 700 

‘institutions, how will you decide what institutions are in financial distress? 
What will distress hean for the insti tutions and for ‘the .government.. 


se 


Well, ‘Nate, there really isn't much that pcan: add, I will reét more com— os 
eoeranty, aia) you are working with Corrallo | on this Roe However , E . 


’ . 


See Mr. Nathan Dickmeyer 


May 29, 1979 
Page 2 


. 


area. 


there. is little comfort “in knowing of the Feds' continued interest in. this 


‘Sinceraly, 
{ i BGR as . 
- 
Wayne M. Wormley ‘ _ 
Director of Institutional Research . 
and Planning . 
a: \s 
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Dear Nate: 


It needs almost twice its norma] annual unrestricted revenue as a surplus ‘a 4 
 dn_one year to pay off prior years! deficits. Incidently, its -curregt ~~ inde 
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Mr, Nathan Dickmeyer | oe H. ne 8 
Director, Financial Measures Project - 4 7 . ' 


Amertcan Council] on Education . ¥ 
One Dupont Circle, S 
Washington, D.C. 20036 


we 


w 


Your letter of May 15, .1979,° concerning the assessment of "institutional 7°" | 
Financial distress" is very well written--particularly, with respect to your is * 
point that you don't think it can be doné. I have heen involved. in this 

for a number of years for individual institutions and groups ‘of institutions 

and I am constantly amazed at their capacity for. survival. * (Reminds me of | 

the Bullets!) . Secs ee ee ee eee 


Some of my associates and I hope to have ready for publication very 


soon, -a document titled Hi her Education Indices. Our primary caveat js 


that none of the indices, singly or Tn any combTnation, can predict anything 
definitive about the futufe of an institution--a: conclusion I ain glad that. 
you share.» Further, we feel that similarity among institutions 15 related — 
more to enrollment size than any other, characteristic, and*that the quality 

of the Board of. Trustees is largely ignored as a most significant factor — 


‘in- the performance of an’ institution. 


_T also feel that public institutions should not be included. in any ae 
Study such as the orie proposed. The status of a public institution is 2-0 0 we 


~ primarily a political decision and rarely has anything to’ do with sound 


e 


planning or logic. —— 
So much for generalities; now to the indicators you suggest. 


The references to Current-Fund-all sections should be limited to the se 
Unrestricted Current Fund since any balances in the Rxateseted Current must wee 
either be spent for specific purposes: or retyrnéd. to the grantor. For ci. 
example, I know of one institution whose demand notes payable in the a 
‘Unrestricted Current Fund are about $1.1 million, while total annual ~ 
Unrestricted Current Fund Revenues are about $1.65 million. This means that: 


stricted revenues are about $1 million per year. 


“my 


seni nie SR cial. «Racca: ei es take i a a. . oS, sili ees a tek em SO rae eet nang eh ae SARA anaes = $k aia tales Aare) RY ts aaa aks SEP * 
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ae ; . , : . ; Pa ; € 
= | I would suggest adding a few items to the non-financial resources 
_ category. The student/faculty ratio, the average number of graduates per | 


major,. thé number of majors with 10% or less of the total graduates, and 
the average credit hour production of the faculty have a great bearing on 


a the finafictal stability of an institution. So too do the financial results 
of auxiliary enterprises, the student/total FTE employees (including faculty), ee 
— and the percentage of faculty, by ae tenure. % _— 


: : : Ce 
In the risk profile section, I would lean toward the computation of 
Net Student Tultion and Fee Revenue, excluding auxiliary enterprises reyenues 
which could contain revenue from non-students. Also, the percentage of 
Students on financial aid of all types and the average award per student 
rare significant indices. + 


NormaW Brandt has revised the finance form for HEGIS XIV. to. request 
some of the aata you suggest gathering. It might be well td check.with 
him to see if you could use the same format and terminology. 

You are quite correct in your reservations about an:estimate of 
deferred maintenance costs. They will range from a complete ignoring of 
the problem to estimates of the cost of completely renovating and modernizing | 

‘ avery building on campus: ee 


I don't quite understand your.point aboutireserves, In fund accounting, 
assets minus liabilities equals fund balance--rarely are reserves established, 
and if they are, they would probably be identified as such in a separate 
section, as with the liabilities. S : 


: Net sae . . 
Why do you anticdpateYgetting good HEGIS data? Short of going on 
campus and conducting an audit, it's the best that's available. — . 


: Your concern about irresponsible use of the statistics is well taken. 

; That is Our concern about our forthcoming document, even with the caveats 
we propose. But since people twist sparts statistics to. suit themselves, 
I'm sure that can happen to any set of statistics. a 


_I-am quite convinced that no government agency. or national, educational 
organization should come out with anything that could be construed as 
“standards” for financial condition of an institution. It would be’ 
better to come out with an analysis which would permit an institution to . 
judge itself in. the light of its own mission, objectives, and goals. 


Let's get together soon and ‘chat: about all this. 


- hw a ee 2 


‘ 

me. - 

John J. Pateros - 
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+ : ‘ | _ June 7, 1979 


MEMORANDUM TO NATE DICKMEYER - 72 = =. 4 


SUBJECT: PROPOSED HIGHER EDUCATION PANEL SURVEY 


I have a couple of points to pass on. relative to the proposed survey ° 
you and Sal are putting together. As you would expect, % have little 
difficulty with the proposed indicatogs since they are virtually identical 
to the ones we have in the self-assessment workbook for small independent 
institutions. You also seem to*have a good understanding of the data 
quality and limitations you will be experiencing, so. I will*not comment 
on that serious: and troublesome aspect‘ of the pEnynees project, 


| tee 


My concerns, er cautions, are twofold: 


we 1) The use of the statistics for other than 
small independent aupktpotdons, 


2) The use of the statistics for purposes 
- other than self-assessment 
The benttevtcs you and I put together’ ‘with the help ef the task force, 
and that you and Sal propose using, are imbedded in the theoretical framework 
wa developed for small independent “nebicurtons The framework waa not ‘ 
, designed to include the’public sactor nor the complex research-oriented 
uy. universities. As wa have discussed ‘on previous océasdons, I-have difficulty 
seeing the relevancy of measuring "institutional. financial distress" for . 
_the public sector and major research universities’ (MRUs) in terms of the 
statistics. daveloped for small dndependent. institutions. To me, the relevant © 
dasues regarding institutional atrength in the public sector and with MRUs are 
‘related more to their success in meeting programmatic ‘objectives. 
The public sector should be examined in terme of how agucceasfully the ae 
state (or other govarnmental authority) is providing pogtsecondary &ducation ee Le 
to its citizens. This line of inquiry looks at tax capacity, demographics, - 
enrollment patterns, affirmative: action, and ‘other servicetoriented indicators. 
“The Metioy-Halatead atudies are a good example of the relevant ‘approach to | 
en looking\at the strength of public sector, postsecondary education. Current a 
oo - fund ratios, capital structure, endowment, and private giving patterns are 8 
— - .examples of statistics that seem to be irrelevant: and ponGae aes . 
: “ maagures \for the pubic’ sector. ‘ | | 4 
RIES nonce met vie Vow at : “i 
The use. or. the! a ees for MRUS nae similar Prete ee Examination a 
of the public sector MRUs have all the problems described above. ‘In addition, as 
the complexities inherent in the.sophisticated research and graduate programs’ . 
“gor, both ee and mnSGREnE ea MRUs cannot be adequately dealt with by. the =>. A 


wy. 
+, 
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MEMORANDUM TO DICKMEYER==2 June 7; 1979. oe 


set of statistics developed for small independent institutions, The more 
relevant issues, in my.opinion, are how successfully an-institutdon-is able © .—-—— 
to support its academic programs, provide quality support services, and 
recruit the desired mix of undergraduate and graduate students and faculty. 

(As an aside, I can see an interesting line of inquiry into the analysia . 
of the financial atrength of independent. MRUs where. attention would be - oY nape 
directad toward such factors ag capital structura, faculty research strength, | 
quality of laboratory and other test facilities, student aid resources, and - 
fund-raising drawing power.) : a ee ; 


The sacond point “~~ the use of the statistics for purposes other than 
self-assatement -- also causes me some difficulty. The workbook approach 
you and I devised with the help of the task force has a very humanistic, 4 
personal approach. The statistics are an integral part of a process designed 
to help presidents and business officers analyze the strengths and weaknesses 
= of their institutions. When the statistics are pulled out of the context of . | a 
/ the self-assessiient workbook they have the strong potential of oversimplifying " 
and misleading analysts and policy makers. One of the great successes of the 
workbook is the ;way it profiles an institution. The interrelationships that 
exist among an Angtitution's resources and expenditures are what define an 
‘ institution's strengths and weaknesses, In my, opinion, when the statistics: © 
. are examined {ndividually for a large number of institutions, they lose much 
‘ of their meaning. 7 ' oa Be! 


: I also have the added concern, and I think you do as well, that analysts 
a _ and policy makers‘will try to maka, theirgbwn determination of an institution's 
_ financial strengths and. weaknesses based “simply on the calculated numerical 
values. We have to ‘be constantly vigilant that this kind of simplistic one- 
dimensional analysis cannot Adequately describe an institution's financial | 
condition. : ; - 
Now that I have been overly critical, let me offer something constructive. 
The line of inquiry you and 1 are using for the,self-assessment workbook is, “4 
to me, the most responsible and thoughtful approach to developing means for oat 
! describing institutional financial condition. . That research methodology is ae 
transferable to other segments ¢f postsecondary education. “Possibly, the 
proposed HEP survey will give results that would indicate which ‘segments 
should be analyzed next. However, I think both you and I already know what 
the schedule should be. “a - so . 


* 


At some point in time, I, would like to sée a "statement of objective" 
for the HEP survey. Its purpose; usef Inagé? and how it fits into the overall 
research effort into indicators of finafit{al condition. Such a statement may. 

help me better appreciate the value of the survey. — 2 9 


| ‘Director — ae, | 
a : . : ‘ Financ tal Management Center a | ; 
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+ 


1°-Dr. Nathan Dickmeyer | 
Director of Financial Measures Project 
American Council on Education _ e , # } — 
One Dupont Circle ; . 
Washington, D. C. 20036 . _ 


Dear Dr. Dickmeyer! 
I should encourage you in your study of financial condittons méasurement, 
‘and offer two quick comments on your proposed outline. 


One, some additional information on debt service and how it ts handled can 

help illuminate the importance of this-item in an institution's health. For ; 
example, an ingtitution that has set aside the earnings of a portion of its ri 
endowment to pay the debt service on a building is spending ag_much money | 
on debt service as an.institution that must raise the amount annually in gifts: 

or through tuition, but there is a ''self-amortizing" aspect in the former 
instance that moderates the negative impact of debt service. 


Two, one of the best (in a field where all are weak) indications of academic 
health as it relates to fiscal well-being is the trend in library resources, 

To be truly helpful this should look beyond mere numbers and dollars (e. g. 
the quality of perfodicals over against five or ten yeats ago, not merely » 
changes ‘in the number of subscriptions) but even dollar change, percentage 

of EF andG changes, and proportion changes (between staff and materials) gan 
be helpful. ; 

“I shall be interested in seeing the progress of your study: and would epPEeaiere 
being on your mailing list. 


* President 
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OFFICE OF THE DIRECTOR OF INFORMATION SYSTEMS AND PLANNING = | _ » Meese 


202 635-5212 f ; 
June 28, 1979 
g a + 
Dr, Nathan Dickmeyer . 
Director a te - ‘ 
Financial Measures Project - ae — | te ae 


American Council on Education 
One Dupont Circle, 
Washington, DC 20036 


Dear Dr. Dickmeyer: 
: This is a belated reply to your lettex of May 1S. éoncerntny the Financial 

Measures Project. I recelved. your letter on May 25 and my travel : 

schedule prevented an earlier a 


. 
* 
. 


* J- like the approach you. are proposing wand am happy to assist you and the oe FS 
Panel. _ _ a 


: eamé detailed comments: . 24 
1. To assure credibil dave and a good tate of return, I would favor 
initially, peepee a limited questionnaire asking only for major 7 

data.. You appear to have done this in your list‘of. variables and ~ ees 
ratios. It is preferable to obtain some crédible data quickly = 

‘rather than to get bogged down in aeNOnS order efforts which are ‘ 
not overs), relevant. a ; - 

cae There is, ag you point out, a problem in the comanaigy: of: data a a a 
- particularly in the area of deferred: maintenance. - I believe- you 4 ee 

will have to probe to obtain a credible response. For example a - “§. 
‘series of sub-questions in various physical plant ‘areas needs to + | 
be developed which would lead to the total level of deferred _ Sa * 
maintenance, The variation of a as es among ee? Plant ok PN 
Offices is great. . _ ia 


4 : 3. In the analysis of the dath it would be ame eee segregate: - a 
Pk re institutional responses by |type, e.g., public-private, 2-year, 7 Me 
No _ °° 4syear and universities an; hopefully by the Carnegie groupings — ee, a 
Ge = - the hae ai is: sia ent to assure heal validity. . f= oe 


Pe 


IT hope that the results of the survey will not be used to predict the 


demise of any {nst{tution. The data should be made available to the — . 
institutions jn a cogent and coherent format so that any: one institution Me eet 
can compare-ttself to others within its grouping to obtain insight and ae 


areas of possible future redirection, 


“An institution in perceived financial difficulty may be able to attract 
an outstanding turn-around manager, On the other hand many good 
managers may be turned off, : 


Sincerely yours, 


wes = - a tenty 3 ee 
Edward D. Jordan, Director - | 
Information Systems § Planning Office .* 


cc: Dr. Salvatore B. Corrallo . 
Director of Postsecondary Programs Div. 


a 


Se “David: - Sage | ae *s P38 we fe  s wee The at 
: : Assistant tothe Chancellor * - . . ue 
4 - for Financial Affairs Os _ . University . gq. 2 Ree 
| : ; SO of Alabama 3 
£P.0. BoxBT ‘ = | 
names “University, Atabama 38600 tt _ # ge = a2 System... Se ee 
Tolophdne (203) 48-8121, ys : : ris 
ge 4 ; ; : , 
May 31, 1979 ; is - 2 = - Fe 
: x . : | 7 . ‘ et 
Mz. Nathan Dickmeyer . | arr ye 
Director, Financial Measures Project ——~ Te Untearitty of Alabama, Unlvertty tS 
American Council on Education ; a a “The Universtey-at Alabama in Birmingham 
One Dypont Circle 7 The University of Alabama In Huntsville ; 
Washington, D. ¢. 20036 . : ; re . 
‘ ‘ 


. Dear Nathan: 
Your letter of May 15 ts ‘In hand and petsee a aes of queations. 
Answers to those questions might clarify and aimplity the tag at hand. 
For example: : Hg ; 


1. . What point in time is being eiapanade Data is generally -avattable . 
‘ (6 to 12 months old) that can be used to examine an idstitution's ©. Shes 
past health." Due to "reporting lag," an {istitution's present 7 
health is more difficult to evaluate. Usé. of past -data to predict 
an. institution's future health will require the development of’ an «? 
extensive conceptual framework if the predictdoris are to be acceptabla. 
Inasmuch ag the prediction of future health ie an obvious objective, 
. 8 - the primary mathematical tool is necessarily trend analyeis, the « ’ 
| . : limitations of meen should be Adentified as early as possible. 


2. What health conditions might ofe expect to, find? Contihuing ‘in the <a” 
"health" vein, one might find an institution (a) without pain, (b) = 
in pain, (c) in unbearable pain (seeking help),:or'(d) dead. It 7. . 
may he appropriate to develop unique indicators for. ‘such categories ¢ 
and "matrix" chen with, the pormea in time mentioned in’ PoveersPh oa ; _ y 


* * 


3. Can an anstitution's Financia} health be examined separately ‘exon 
{ts health in other areas? If not, the relationships. between the 
“various health categories should be delineated. For exempts 5° are _ 

low faculty salaries and poor. euneatsone quality. always | ‘companions? ; oe 


4, Can indicators be. developed hae apply amanigtagbatiy to. different: 

' ‘types of institutions? For example, can indicators be developed 
, that apply equally té land grant universities, heavily supported = 
resdarch universities, and small liberal arts colleges? If not,‘ es et ee 

and common indicators are used, the findings may do little more 7 rh 

than disclose that the Lnavitutions baing examined are d fferent, : ar a 

which would probably. be known at the outset. Is it oe tq ek 


' . : : . , Y so * . : , ‘ss 7 re: } 
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Mr, Nathan Dickmeyer _ 2 oa 2 8 : 
Paga 2 “~ 
May 31; 1979 | ; . 


. "compartmentalize” 
‘ activities at uncommon institutions? For example, can unrestricted 


am “ : : ee Pee eae ee pane a to a 7 
aativities so as to be able ta. evaluate common 


tt 


.. © .. inetruetional activities be "carved out” and compared for different 


® types of institutions? . en 8 


5. Ig the oes the peaiece to establish an sdurostie aul my 

a: .' echniques or is it to ‘delineate specific quéititative indicators? 

ey The formar seems the much more practical of the two _and would be | 
_ : very useful to "on-the-line" administrators. 


. Time spent on: ‘aspects of the sort ‘noted ‘above will prove’ well spent a 
okt 4 ag the project moves along. 


u 


Indeed, this type underpinning needs to be 


~set in place before attempting tq establish’ or evaluate detailed procedures. + 


I encourage ym to pursue this project and wish ae every success with 


n it. rae . : c te 
; i w rs *,° la 7 om ae , = . 
7 ee Please let me know. if there is any way that I ‘can help. 
Nh Ba 7” ‘ eo ee oh tordialiy, ” ont 
: : = why -_ ’ ae ; ¢ ‘ CG? y 
us ’ ; 25D Lae Afe_____— : 
a ° he s - ~ David IL. Carter _ 
 DCtmm . ee v8 . ‘ 
,cC! ween Carol Van Alstyne ~ 
ot - Mr} » Larry. Owsley, ‘Deputy ‘Executive Director: “ fe 2 oO 
a a -  ° "for Institutional Finance ; = on ee | : 9 
7 Council on Higher. Education "the ek ee : 
aa “<  Wast, Frankfort Office Complex : BS 
: _ -'U. S. Route 127 South ie Ag P 
‘a . _ Frankfort, Kentucky 40601 


ees, I siganeted to Nathan that he might wish to talk wight you, 
Possibly you could make available to him some of. ‘Kentucky! 8 cost data 


which statewidg is'the best in the one ) : - 
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'-.~-~- personally feel. that” no more than 80% of revenues should 
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Dr. Nathan Dickmeyer yO . wa 
Director , : 4 - 
Financial Measures Project 

* Economics’ and Finance Uni 


American Council on Educat ton a, 8 -— _ - 
One DuPont Circle . : | oS ‘: 
- Washington, D.C. 20036 . + ae 
° bs a ee . ie : ‘s 
Dear Dr. Dickmeyer: = @ 


My interest in your financial measures . coronece. was heightened 
when I’ recOgnized your name. I had seen you at the last two 
AIR conventions and we have used ‘EFPM €or budget planning eS 
at. the University. ae 
I feel that your project. is daportent. for two reasons. Fiat, 
we really need to have more comparative data for. institutions. 
At a minimum I would like to eae CMU to other major ren 
search universities and ideally I would: like*to compare our 
profile to specific institutions. Second; as the financial 
plight of private institutions is brought to people's atten- 
tion, I hope that it will exert some pressure to increase 
‘Higher education funding for student grants as oppcied to" 3 
institutional ‘grants. . a 
yo 


| The main reservatiors I have about. your study are the Gane and 


_ problems of getting good data. To thé extent. you can, I ae 
recommend getting copies of institution' s audited financial oo 


statements and extracting the | data, rater: than havang people 


,answer a survey. , a | a 


q 
I do. nave a few specific comments about the agdicatars you: 
navS suggested. I have organized these remarks by topic: 


a oe Short term: financial resources - An aieeinate measure 


| y r.is a ratio of current liqu#d assets 9. ..... 
to current external liabilities. Another short term oe 
measure could be cash balance as a function of total | . a 
general, fund a aa a a eo 
Risk ex osure - The et ontan with measuring risk exposure » ao 
is:that risk ‘comes from two directions... It 4s just ag oo. 
risky to have .95% of revenues from bud eton’ tas itis to |. gtx 
have 50% of revenues from "goft. money". Unfortunately, <n 
I ‘don't know how. you oan. establish -p -udent-1imits; —T a: 


NS i, be from ee ae no nore Tee 40% from Heort pone ae os 
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- Dr. Nathan Dickmeéeyer > ‘ - 
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Page Two | - . 4 a 


- Deferred maintenance - This’ is a very ai fficult concept to | 
measure, although a very important one. The problem is that 
,, for every school which has an estimate of their maintenange 
liability, there are ten that don't. And even those insti 
tutions with estimates could have a range of plus or minus 
20% around their estimate. My recommendation is to Pee eunae ‘ 
following measure: : ; 


2% Plant book value - capital budget 
ant book va Le . 


* 


Although this is a . Hise evaax: shor't- “tein proxy for what you. 
are trying to measure, I feel that this approach can be con- 
sistently applied across institutions. i 


My best wishes for the success of your project. 
7 . ‘Sincerely, 


Mes E, Bak r 
= % te of I atitutdonal Planning 


MEB/iwn ; : 


- 


, Z ‘f 


eM tou Ta . 


~t a 
—_ 


oe 4 
Se ee on 


Ts wr a Ren es arm - ce 


7 jh diomiaeiamemineriss smetth ot Said a Oratarh a0 inn Ni ont rid atateatcameted cate anetie eat eee Te rc crete nee ee ee Secure teteny arts ee oa epi 
5 : ° 3 = ; ae er eS ee om ae a Sho EES Speco ee Seibel cOth Nasthiattetne Faia cine, Seiten ae poy 
is ee ie A : er ee ae 
, e : ee ~ doe ; , PPS 
. AJ ry 4 : * . 3 rok 
p 4 to. . ‘ PSS 
: : . : 


i 


&0 Le ‘ ‘ae 
v : : = ai) : 
’ ‘ : « 
: ‘ ae 
‘ {° - 
APPENDIX F 
ei ' A? r 
v 
(eo 
t m™ 
ee : 
‘ ' . : 
1 . : 7 a ‘ . * 
* Correspondence with ... 4 
4 ; os . 
the Office of Education 26° 
. - and. ¢ 7 nis e gis 
: , . Revisions to the Survey Design . - 
F 7 & ae : . - 
; ; : a AR : 
mene ee ! ke 
dl : . ig 
: : | * : 
, : . ¥ 
‘ ¢ o . 
om 4 Qo, 
w , nN. t fl 
: e ar : 3 " 
¥ - a . mn L] = i Be 


BEER en or nner a we ere ne GE gt ER ES STIS preg RT SER ES BRR Fi Sct aE EE eeepc nena gi Te Sadao 
: ae . sige, SS 5 5 - ! 


a ca CRC, SA aa a a a a foe 
an to oben z = 


a ; r 3 y 
’ ‘ - a. St 


, | AMERICAN COUNCIL ON EDUCATION _ . 
ONE QUPONT CIRCLE . ~ 
2 _ WASHINGTON, 0. C. 20036 


» 


KCONOMIGE AND FINANCE UNIT 


Dr. Salvatgte B. Corrallo _ » 
Director, Postsecondary Programa Division 
Office of Planning and Budget Evaluation: ) 

U.S.- Office of Education ; 

400 Maryland Ave., S.W., Room 4079 
Washington, D.C. 20202 


September 18, 1979 


Dear Mr. Corrallo: — | + 


I have gone over thé proposed survey with HEP staff, and thay are ready 
to field test it, pending an official federal request for a survey. 


The HEP staff does find this survey considerably -diffarent than their 
usual questionnaires. The survey hae do not stand alone, either tech- és 
nically, in that so many other data elements are needed, or as a project, ‘ 
in that, much further work neads to be done before policy recommendations - 
cin be wade, To an organization that is accustomed to publishing results 
and moving on, the incomplete nature of this survey seems omlnous to them. 
They would feel better {f the part the survey is to play in overall policy 
development were more conclusively spelled out. I did my best to assure 
them that; thé full picture would be finalized shortly. * 


They still regard the dual problems of gaining cooperation and assuring 
anonymity to be tops on.the list of difficulties. -I think the field test’ 
will do much to shape our strategies in this regard,” ee | 
‘ : Enolosed is the survey reflecting your suggestions md those of 
"Dr. Moyé. eg mos - 
¥. a - 4 
ce . Sincetely, a“ ; 


Sab e ip, 


7 ; Nathan Dickmeyer me. 
_ Finpgncfal Planning Analyst 
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DEPARTMENT GF HEALTH EDUGATION. AND WELFARE 
LOF FICE OF EQUCATION 


WA SRO TON OC 02-2 


August 31, 1979 


+ 


Mr. Nathan Qickmeyer 


Financial Planning Analyst 4 


Economics and Finance Unit 
American Counci? on Education . 
One Dupont Circle 
Washington, DC 20036 — - 
There is little I can say with regard to your selection of indicators 

to measure financial distress. They look good to me. The rationale 
used appears reasonable and that 1s essentially all that can be expected 
at this stage of the state of the art. Clearly the bid unknowns at this 
time relate to interpretation of the data after it has been collected, 
not only in terms of individual items but collectively as to how each 
interacts with one another. Answers to these questions necessartly 
await analysis of the.data followed perhaps by field visitations. The 


latter activity is not possible in current study but as you know some- 
thing similiar is proposed in the RFP on financial distress. Hopefully 


Dear Mr. Dickmeyer:: ;. 


~{nformation collected from this HEP study will be used in that effort. 


Copies of your report were sent out for review, but no replys. have been 
received at this writing therefore, I propose that the survey instrument 
in Appendix D0 be submitted to the HEP staff for final review with one 
ae Data should be collected for every other year (1974-75, 1976-77 
1978-79). 


ea 


I ‘have incl a draft letter. Revise as necessary. I think {t 
Concerns expressed in the report. When you have a final 


for ea that is acceptable to the HEP folks let me know and. we will 


Thanks for a go effort. | ks 


; S41 cerely, ” ) 
_ | | % 7 VNC 


Sal B. Corrallo, Director 


Division/OED 
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Financial : 
* : ‘ : cn ; 
1. Current Wund Assets So ees 
. i ‘ { . + ‘ 
* 2. current Fund Liabilities So 
as Aenuet Debt Sevvhee Payments ; : ah, ; 
fall. funds) es: 7, 
4. Fund Balance’, Quasi-endowment ee . 
5. "Continuing Education" Enrollments ; 
. ( comeetamntiogmmmstiemmmemmsent atten etn nt | ana 
6. Matriculations, Transfer Students 
7. Applications, Total a 
% 
Faculty 7 . ; 
8. Estimated Tenured Faculty Compensation 
(include fringe benefits) 
9. Part-time Faculty, Full-time Equivalents . 
(numbers) _ : 
Student Receivables ar . “ 
1O. Student Accounts Receivable a 7 
(at end of fiscal year, not including 2 vy 
- fall billings or credit accounts) . 
(Less reserve for bad debts) ‘ ; ae » * 
Auxiliary Enterprises a ye = 
11. Dormitory Occupancy (percent: of deatan ee ee 
capacity) fall term | 7 ; 
. Defaults . ‘ 
ag Federally Guaratteed including HEW and HUD NL oe . ee = 
(any Geteuitate-yesyne):. . : af ae 
13. ‘Sinking Fund (any defaulte?—yes/n0) ~ ee a ee - 
; 7 , - “a é 
zs s 3 . 
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